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Federal  Trade  Commission. 

Washington,  May  29,  1917. 
The  Forester, 

United  States  Department  of  Agriculture, 
Forest  Service, 

'Washington,  B.C. 
Sir:  At  the  request  of  the  Forest  Service  the  Federal  Trade  Com- 
mission has  examined  the  report  of  the  Forest  Service  on  The  Dis- 
tribution of  Softwood  Lumber  in  the  Middle  West  (Retail  Distri- 
bution), and  recommends  its  publication. 

The  statistics  and  other  facts  in  this  report  have  been  for  the  most 
part  collected  by  the  Forest  Service,  but  the  record  of  the  hearings 
of  this  Commission  regarding  conditions  in  the  lumber  industry,  and 
other  data  in  its  possession  regarding  the  organization  of  the  industry, 
have  been  placed  at  the  disposal  of  the  Forest  Service  under  the  plan 
of  cooperation  which  has  been  adopted  by  the  Forest  Service,  the 
Bureau  of  Foreign  and  Domestic  Commerce,  and  the  Federal  Trade 
Commission. 

With  the  conclusions  reached  by  the  Forest  Service  with  respect 
to  the  conditions  in  the  retail  distribution  of  lumber  in  the  Middle 
West,  the  economic  causes  thereof,  and  the  remedies  suggested  there- 
for, the  Federal  Trade  Commission  is  in  general  agreement.  For  the 
particular  statements  of  facts  and  the  method  of  their  presentation, 
however,  the  Federal  Trade  Commission  assumes  neither  credit  nor 
responsibility.  Moreover,  with  respect  to  the  matters  peculiar  to 
its  jurisdiction,  the  Commission  does  not  consider  itself  limited  to  the 
conclusions  reached  by  the  Forest  Service. 
By  order  of  the  Commission. 

(Signed)  L.  L,  Bracken, 

Secretary. 
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mail  order  or  catalogue  houses,  or  by  manufacturers  who  ship  direct 
from  the  mill  or  from  concentration  yards  to  consumers  at  distant 
points.  This  is  a  recent  development  in  the  lumber  merchandising 
field,  restricted  largely  to  car-load  shipments. 

Changes  in  retailing  conditions  during  the  last  thirty  years. — Except 
for  the  participation  of  the  mail-order  house  or  the  mill  shipping 
direct  to  consumers,  the  system  of  retailing  lumber  has  remained 
practically  unchanged  for  25  or  30  years.  The  local  yard  is  the 
mechanical  principle  of  the  farmers'  cooperative  or  stock  company 
as  well  as  of  the  nidi  vidua!  and  line  yard.  Economic  development 
throughout  the  Middle  West,  however,  has  made  radical  changes  in 
the  conditions  under  which  lumber  yards  must  operate,  and  these 
changes  have  tended  constantly  to  increase  the  cost  of  retail  distri- 
bution. The  modern  yard  is  vastly  different  from  that  of  25  or  30 
years  ago  when  trade  demands  were  less  complex.  At  that  time 
there  was  practically  one  commercial  wood  in  the  retail  yards  of  the 
Middle  West.  This  was  white  pine  grown  in  Michigan,  Wisconsin, 
or  Minnesoa  and  obtained  from  wholesale  yards  in  Chicago  or  from 
mills  along  the  Mississippi  River  at  such  centrally  located  points  as 
Davenport,  Dubuque,  Keokuk,  and  Clinton,  Iowa;  Rock  Island  and 
Quincy,  111.;  and  Hannibal,  Mo.,  to  which  logs  were  rafted  from  the 
head  of  the  Mississippi  River. 

Lumber  was  demanded  by  the  consumer  and  handled  by  the 
yards  in  greater  bulk  than  at  the  present  time,  since  buildings  were 
more  largely  wooden,  less  permanent,  and  less  diversified.  Yards 
could  be  adequately  stocked  for  from  $5,000  to  $8,000  and  all  kinds 
of  lumber  required,  including  lath  and  shingles,  could  be  ordered 
from  the  same  mill  and  obtained  in  a  week  or  ten  days.  With 
near-by  sources  of  supply  and  partial  water  carriage,  transportation 
costs  were  low.  Dimension,  No.  2  and  No.  3  common  boards,  ship 
lap,  and  No.  1  flooring  formed  the  bulk  of  the  lumber  stock  in  the 
Prairie  States,  while  a  very  small  investment  was  represented  by 
the  other  building  materials  such  as  brick,  lime,  etc.,  used  to  a 
limited  extent  at  that  time.  The  small  stock  carried  often  could  be 
turned  five  or  six  times  annually,  while  house  bills  ordinarily  could 
be  ordered  from  the  mill  or  yard  centers  and  delivered  direct  from 
the  car  before  the  carpenter  was  ready  for  the  lumber. 

The  investment  required  for  sheds  likewise  was  small,  owing  to  the 
fact  that  white-pine  lumber  could  be  exposed  to  the  weather  with 
slight  damage  and  it  was  unnecessary  for  the  dealer  to  house  much 
of  his  stock.  Furthermore,  lumber  ordinarily  could  be  piled  at  the 
building  site  and  held  until  required  for  use  instead  of  being  delivered 
in  small  lots  as  the  building  progressed.  Sales  were  made  as  a  rule 
more  directly  to  the  user.  This  was  due  to  the  fact  that  the  position 
of  the  building  contractor  was  not  yet  fully  established  and  that  less 
finished  lumber  was  carried  by  the  yards.  The  house  builder  usually 
bought  his  own  lumber  and  employed  his  own  carpenters  by  the  day. 
In  the  larger  cities  a  portion  of  the  stock  passed  through  carpenter 
shops,  where  it  was  reworked  by  hand  for  frames,  doors,  sashes,  and  trim. 

Following  1890,  however,  conditions  changed  rapidly.  A  number 
of  causes  combined  to  necessitate  heavier  investments.-  Yellow  pine 
from  the  South  invaded  the  territory  in  an  increasing  volume,  and  the 
yards  were  forced  to  carry  duplicate  stocks  of  southern  and  northern 
pine.     Mils   gradually   became   more   and   more   remote  from   the 
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markets,  involving  higher  transportation  costs  and  delays  in  sup- 
plying retail  yards  throughout  the  territory.  This  made  it  neces- 
sary to  carry  larger  and  higher-priced  stocks.  As  transportation 
developed,  other  species  followed  yellow  pine  until  retail  yards  were 
compelled  to  carry  four  or  five  different  kinds  of  wood  to  meet 
demands.  This  movement  frequently  exceeded  the  dealer's  ability 
to  carry  in  stock  all  the  materials  commonly  demanded. 

During  the  same  period  building  became  more  permanent,  diversi- 
fied, and  pretentious,  and  the  variety  of  lumber  grades  and  patterns 
increased  very  rapidly.  A  larger  volume  and  variety  of  other  struc- 
tural materials  were  also  demanded  by  the  building  trade.  The 
dealer  was  under  the  further  necessity  of  more  completely  housing 
his  wares.  The  greater  assortment  of  stock  included  kinds  of  lumber 
which  could  not  be  exposed  to  the  weather.  Inability  to  obtain 
lumber  stocks  from  the  mills  as  rapidly  as  formerly  further  increased 
investments  by  making  it  necessary  to  anticipate  demands  and  carry 
stocks  for  a  longer  period. 

During  the  prosperous  period  following  the  panic  of  1893  line  yards 
in  the  Northwest  and  Southwest  increased  rapidly,  and  yards  of  all 
kinds  showed  a  marked  increase  throughout  the  entire  territory. 
By  1900,  for  example,  there  were  718  yards  in  Nebraska,  or  1  to  every 
1,485  of  population;  1,395  yards  in  Iowa,  or  1  to  every  1,600  of  popu- 
lation; in  Illinois,,  exclusive  of  Chicago,  1,235  yards,  or  1  to  every 
1,720  of  population.  This  rapid  increase  in  the  number  of  yards 
tended  to  reduce  the  average  volume  of  business.  A  further  devel- 
opment which  tended  to  reduce  the  average  volume  of  business  and 
increase  the  investment  was  the  replacement  of  the  carpenter  by  the 
planing  mill.  Yards  in  the  larger  cities  were  confronted  with  the 
planing  mill  as  a  competitor,  taking  a  portion  of  their  business  which 
formerly  went  to  the  public  through  the  carpenter.  The  increased 
investment  represented  by  the  planing  mill  as  part  of  a  lumber  yard 
unit  made  dealers  exceedingly  slow  to  meet  this  competition  by  estab- 
lishing their  own  planing  mills.  In  the  larger  cities  to-day,  however, 
the  planing  mill  has  become  an  adjunct  of  many  lumber  yards. 

Increased  cost  of  doing  business  and  a  decreasing  volume  of  trade 
for  the  average  dealer  led  to  higher  charges  per  thousand  feet  in 
retailing  lumber.  Nevertheless,  an  increasing  number  of  persons 
were  attracted  to  the  business  by  the  steady  rise  in  lumber  prices 
throughout  the  Middle  West,  and  particularly  in  the  Prairie  States. 
Following  1900,  the  number  of  yards  continued  to  increase,  and  in 
addition  to  the  individual  and  line  yards,  several  concerns  already  en- 
gaged in  the  mail-order  business  entered  the  lumber  field  as  catalogue 
nouses  or  mail-order  distributors.  .  In  communities  where  farmers' 
cooperative  enterprises  had  become  established  in  handling  grain 
the  cooperative  distribution  of  lumber  developed. 

Despite  the  periods  of  depression  which  nave  characterized  the 
lumber  trade  since  1907,  this  increase  in  the  number  of  retail  distrib- 
utors has  continued.  Table  1  indicates  the  percentage  increase  in  the 
number  of  yards  in  Illinois,  Iowa,  and  Nebraska  in  relation  to  in- 
creases in  population.  The  basic  figures  are  taken  from  lumbermen's 
credit-rating  books,  which  furnish  the  best  records  obtainable,  and 
from  the  directories  of  retail  lumber  dealers'  associations.  The  States 
of  Illinois,  Iowa,  and  Nebraska  were  selected  as  reflecting  t}7pical 
conditions  in  the  region  as  a  whole. 
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Table  1. — Percentage  increase  in  the  number  of  retail  yards  in  Illinois,  Iowa,  and 
Nebraska,  1900,  1910,  and  1915. 


State, 


Per  cent  increase  in 
number  of  vards. 


Per  cent 

increase 
in  popu- 
lation. 
1900-1910.  1900-1915.  |  1900-1910. 


Illinois  (Chicago  excluded) 

Iowa 

Nebraska 


TYPES   OF  RETAIL    ORGANIZATIONS. 

The  retail  trade  in  the  Middle  West  to-day  contains  four  types  of 
distributing  organizations,  the  individual  yard,  the  line  yard,  the 
farmers'  cooperative  and  stock  company,  and  the  catalogue  house, 
with  over  95  per  cent  of  the  lumber  distributed  through  the  first 
three.  The  business  organization  of  these  different  types  varies 
widely. 

The  single  or  individual  yard, — For  simplicity  in  classification, 
companies  operating  one  branch  yard  at  a  second  town  or  several 
branches  in  the  same  town,  as  is  often  done  in  large  cities,  have  been 
classed  as  single  yard  operators,  and  are  termed  "  individual  dealers" 
or  '•individual  yards"  in  this  report,  as  distingiushed  from  line  yard 
companies.  In  the  smaller  towns  and  rural  communities  these 
yards  are  commonly  owned  and  operated  by  individuals,  but  in 
the  larger  towns  and  cities  partnerships,  slock  companies,  and 
corporations  are  the  rule. 

The  individual  retail  lumber  yard  is  the  oldest  type  of  organiza- 
tion, but  is  not  always  the  most  common  in  the  Middle  Western 
States  at  the  present  time.  In  the  eleven  States  covered  by  this 
study  individual  yards  and  line  yards  are  about  equal  in  number, 
the  individual  yards  predominating  east  and  the  line  yards  west 
of  the  Mississippi  River.  The  individual  yards  handle,  however, 
approximately  65  per  cent  of  the  volume  of  lumber  distributed,  the 
average  volume  handled  by  the  individual  dealer  being  considerably 
greater  than  that  handled  by  a  line  yard. 

Individual  yards  are  more  numerous  in  large  cities,  where  the 
average  volume  of  business  per  yard  is  greatest.  Even  in  the  smaller 
towns  a  slightly  greater  average  volume  of  business  is  shown  by 
such  yards.  This  may  be  due  to  the  personal  element  in  their  man- 
agement. The  individual  dealer  in  a  small  town  often  tends  to  draw 
trade  by  his  local  affiliations,  while  the  line  yard  is  often  considered 
in  the  light  of  a  foreign  corporation.  Furthermore,  the  individual 
dealer  often  extends  credit  where  other  organizations  do  not. 

Line  yard  companies. — Certain  organizations  maintain  a  line  or 
chain  of  lumber  yards  at  different  points  throughout  a  given  region, 
Some  of  the  stronger  companies  in  the  Middle  West  operate  from 
75  to  100  yards.  Others  maintain  but  three  or  four.  Companies 
operating  three  or  more  yards  have  been  classed  as  "line  yards"  in 
this  report.  The  smaller  lines  of  yards  may  be  operated  by  an  in- 
dividual, a  partnership,  or  a  stock  company;  but  as  a  rule  the  larger 
lines  are  well  financed  corporations  which  maintain  general  offices  at 
large  lumber-consuming  or  distributing  centers  from  which  the 
concern's  policy  is  directed.    Line  yard  companies,  in  some  instances, 
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are  controlled  by  or  have  a  direct  interest  in  sawmills,  from  which 
they  obtain  a  part  of  their  lumber  stocks, 

A  yard  manager  employed  at  a  salary  ranging  from  $750  to  $2,000 
per  annum  is  placed  in  charge  of  each  outlying  yard,  always  subject 
to  the  instructions  of  the  main  office.  The  location  of  these  yards  is 
of  paramount  importance  and  upon  their  selection  depends  the  suc- 
cess or  failure  of  the  concern.  The  conduct  of  the  business  at  each 
yard  frequently  is  very  exacting.  The  manager  requisitions  stocks 
or  supplies  from  the  main  office  as  he  needs  them.  The  main  office 
in  turn  purchases  the  material  on  the  open  market  or  through  its 
own  buying  offices  in  producing  regions. 

In  some  instances  line  yards  cooperate  in  buying  by  establishing 
wholesale  offices  in  producing  regions,  thereby  obtaining  lumber  at 
the  same  price  as  wholesale  dealers.  In  these  highly  specialized 
line  yards  contracts  are  often  made  for  90  day's  supply  of  lumber 
at  a  fixed  price,  and  the  yard  manager's  requisitions  are  applied 
against  the  contract.  At  the  yard  the  manager  has  the  same  prob- 
lem of  distribution  as  the  individual  dealer,  but  he  does  not  have  the 
same  freedom  and  leeway  in  his  business  because  of  restrictions 
imposed  by  the  general  office. 

Farmers  *  stock  companies. — The  farmers'  stock  company  as  a  retail 
lumber  distributor  is  of  comparatively  recent  date.  Its  competi- 
tion is  as  yet  insignificant  in  the  retail  lumber  trade  of  the  Middle 
West,  but  is  keenly  felt  in  the  communities  in  which  such  enterprises 
are  located.  These  yards,  however,  are  on  the  increase,  and  in  cer- 
tain regions  are  becoming  more  and  more  an  important  competitive 
factor. 

Cooperative  or  stock  companies  engaged  in  retailing  lumber  are 
restricted  almost  uniformly  to  agricultural  sections,  the  movement 
centering  in  Iowa  and  Nebraska,  in  which  there  are  over  100  farmers' 
retail  yards.  The  cooperative  marketing  of  grain  is  especially  com- 
mon in  these  two  States.  In  the  entire  region  covered  the  best  records 
available  indicate  that  there  are  over  3,000  farmers'  cooperative 
grain  companies,  approximately  10  per  cent  of  which  handle  lumber. 
The  extension  of  the  farmers'  cooperative  movement  to  the  handling 
of  lumber  is  in  some  instances  a  natural  outgrowth  of  their  cooper- 
ative selling  of  grain;  in  other  instances  it  has  resulted  from  the  feel- 
ing that  local  yards  were  charging  excessive   prices  for  lumber. 

There  are  two  types  of  farmers'  stock  companies.  One  is  the 
strictly  cooperative  company,  in  which  all  or  a  part  of  the  net  earn- 
ings are  distributed  in  proportion  to  the  amount  of  merchandise 
bought  from  or  sold  to  members.  As  a  rule  these  companies  limit 
the  voting  power  of  their  members  and  the  amount  of  stock  any 
member  can  hold  in  order  to  prevent  a  relatively  few  members  from 
controlling  a  majority  of  the  stock.  In  most  instances  such  com- 
panies sell  lumber  to  nonmembers  as  well  as  to  members,  distributing 
the  profits  on  the  same  basis.  The  second  type  of  organization  is 
the  stock  company  organized  and  operated  on  a  profit  rather  than 
on  a  cooperative  basis.  The  principle  of  both  types  of  organization 
is  to  operate  on  a  small  margin,  thereby  furnishing  the  members  or 
the  community  with  lumber  at  a  reduced  price. 

When  the  farmers'  companies  began  to  show  increased  growth 
they  encountered  much  difficulty  in  buying  lumber  stocks.  Many 
regular  retail  dealers  refused  to  patronize  mills  which  sold  lumber  to 
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cooperative  companies.  The  companies  are  still  generally  opposed 
by  the  retail  trade,  but  because  of  the  competition  among  mills  and 
wholesale  dealers  to  sell  lumber  they  have  encountered  little  difficulty 
in  obtaining  adequate  stocks  during  the  past  four  or  five  years. 

Catalogue  houses . — The  catalogue  or  mail-order  house  is  likewise  of 
recent  date  in  the  field  of  retail  lumber  distribution.  Owing  to  its 
broad  field  of  potential  operations,  it  has  made  itself  felt  both  directly 
and  indirectly  in  the  retail  lumber  trade  in  the  Middle  West.  Less 
than  10  such  companies  are  doing  a  strictly  mail-order  lumber  busi- 
ness in  the  territory  studied,  although  40  or  more  companies  and 
mills  compete  with  the  retail  trade  by  direct  shipments  when  pos- 
sible. The  amount  of  lumber  shipped  into  the  region  by  distant 
mills  selling  direct  to  the  retail  user,  however,  is  insignificant  com- 
pared with  the  total  amount  consumed.  In  addition,  there  are  a 
number  of  companies,  specializing  in  " ready-cut"  houses,  which  sell 
through  catalogue  advertising  and  ship  direct  from  the  factory  to  the 
consumer. 

The  catalogue  houses  have  places  of  business  where  stocks  of  build- 
ing materials  are  carried  and  from  which  business  is  solicited  by  mail 
and  catalogue  advertising.  These  companies  sometimes  have  dis- 
tributing yards  at  points  in  the  region,  sending  the  lumber  to  the 
consumer  either  from  redistributing  points  or  from  the  mills  with 
which  they  deal.  They  are  handicapped  in  meeting  demands  for 
less  than  carload  lots  by  the  much  higher  freight  rate  applicable  to 
such  shipments.  The  amount  of  lumber  distributed  in  the  Middle 
West  by  mail-order  houses  and  companies  shipping  direct  to  the 
retail  consumer  is  less  than  5  per  cent  of  the  total  amount  sold  by  the 
retail  trade.  This  estimate  is  based  upon  figures  obtained  from  a 
number  of  the  mail-order  and  direct-selling  companies  operating  in  the 
region.  Of  the  amount  thus  sold,  the  figures  indicate  that  not  over 
10  per  cent  was  in  less  than  carload  lots. 

There  is  another  agency  which  should  be  mentioned,  the  small 
sawmill,  of  which  there  are  many  throughout  the  forest  belts  in  the 
Central  States.  These  mills  sell  all  or  a  part  of  their  lumber  to  local 
consumers  direct.  They  are  not  retail  distributors  in  the  broad 
sense,  but  primarily  lumber  manufacturers. 

NUMBER  OF  YARDS  AND  VOLUME  OF  TRADE. 

Table  2,  based  on  figures  obtained  during  the  summer  of  1915, 
gives  the  approximate  number  of  individual  and  line  yards  in  each 
State  included  in  the  study  and  the  ratio  of  line  yards  to  the  total 
number  of  yards.  Farmers'  cooperative  companies  are  included  in 
the  figures  given  for  individual  yards.  In  the  11  States  there  are 
approximately  300  such  companies  which  handle  lumber,  of  which 
about  40  per  cent  are  in  Iowa  and  Nebraska. 
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Table  2. — Number  of  line  and  individual  retail  lumber  yards  in  the  Middle  West. 


State. 

Line 
yards. 

Individ- 
ual 

yards. 

Total. 

Ratio  of 
line 

yards 
to  total 
yards. 

State. 

Line 

yards. 

Individ- 
ual 
yards. 

Total. 

Ratio  of 

line 

yards 

to  total 

yards. 

No. 

86 
401 
211 

No. 

556 
1,190 

444 

No. 

642 
1,591 

655 

Per  ct. 
13.40 
25.20 
32.21 

Nebraska 

Iowa 

_ZVo. 
524 
805 

No. 
451 

775 

No. 

975 

1,580 

Per  ct. 
53.74 

50.95 

Wisconsin 

Total 

1,329 

1,226 

2,555 

52  02 

Total 

698 

2, 190 

2,888 

24.17 

Minnesota 

North  Dakota  . . 
South  Dakota. . . 

Total 

Grand  total.. 

672 
607 

498 

417 
200 
164 

1,089 
807 
662 

61.71 
75.22 

385 
645 
621 

589 
205 
523 

974 

850 

1,144 

39.53 

75.88 
54.28 

Oklahoma ... . 

75.23 

1,777 

781 

2,558 

69.47 

Total 

1,651 

1,317 

2,968 

55.  63 

5,455 

5,514 

10,969 

49.73 

It  will  be  noted  that  individual  dealers  are  more  strongly  repre- 
sented in  the  older  and  more  thickly  settled  States,  while  the  line 
yard  companies  are  strongest  in  the  western  and  more  recently  settled 
regions.  Throughout  the  entire  region,  however,  the  individual  deal- 
ers are  numerically  stronger  in  cities  of  25,000  population  and  over,  it 
being  the  policy  of  the  line  yard  companies  to  confine  their  operations 
to  small  country  towns.  There  are  two  primary  reasons  for  this 
policy:  (1)  The  desire  to  avoid  points  where  competition  is  keen,  as 
it  usually  is  in  large  cities,  and  to  locate  in  developing  communities 
where  a  good  volume  of  business  is  assured  for  a  considerable  period 
of  years;  (2)  the  desire  to  avoid  the  large  investment  involved  in  a 
city  yard,  which  is  ordinarily  much  greater  than  in  a  country  yard. 
The  amount  of  money  required  to  operate  a  line  of  city  yards  is  very 
great,  and  the  risks  are  relatively  greater  per  yard.  Furthermore, 
line  yard  companies  desire  to  be  in  a  position  to  remove  a  yard  with 
as  small  loss  as  possible  when  it  becomes  consistently  unprofitable. 

The  estimated  amount  of  lumber,  exclusive  of  lath,  shingles,  mill- 
work,  and  other  timber  products,  handled  from  these  yards  in  1914 
was  7,067,751,000  board  feet.  Table  4  gives  in  detail  the  estimated 
volume  of  lumber  distributed  through  yards,  grouped  according  to  the 
size  of  the  places  in  which  they  are  located;  the  estimated  sales  of  all 
merchandise  by  the  yards;  the  average  investment  per  yard  in  each 
group;  and  other  figures.  These  figures,  are  based  upon  the  actual 
records  of  a  large  number  of  companies,  as  shown  by  the  table,  dis- 
tributed throughout  the  territory.  Table  3  summarizes  the  regional 
figures  for  the  total  number  of  yards  and  the  total  amount  of  lumber 
distributed. 

Table  3. — Estimated  amount  of  lumber  distributed  annually  by  retail  yards  in  Indiana, 
Illinois,  Wisconsin,  Minnesota,  North  and  South  Dakota,  Iowa,  Nebraska,  Missouri, 
Oklahoma,  and  Kansas. 


At  points  of  a  population  of- 


Total 
number 
of  yards. 


Amount 

distributed  in 

board  feet. 


(1)  Less  than  2,500 ... . 

(2)  2,500  to  10, 000 

(3)  10,000  to  25, 000 

(4)  25,000 to  100,000.... 

(5)  Over  100,000 

Total  (all  yards) 


8,  785 

1,173 

381 

316 

314 


3,702,812,000 

1,025,200,000 

527,  747, 000 

629,242,000 

1.169,943,000 


10, 


7,067,751,000 
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Table  4  does  not  take  into  consideration  the  small  amount  of 
lumber  distributed  by  catalogue  bouses  or  by  mills  shipping  into  the 
territory  direct  to  consumers.  The  total  sales  in  dollars  apply  to  all 
merchandise.  A  greater  number  of  dealers  were  able  to  give  figures 
on  their  total  sales  than  on  sales  of  lumber  only. 

The  per  capita  consumption  by  different  groups  of  towns  and 
cities  was  necessarily  determined  somewhat  arbitrarily.  The  popu- 
lation of  all  the  towns  in  the  different  groups,  as  shown  by  the  1910 
census,  was  first  ascertained  and  then  the  rest  of  the  population, 
classed  in  the  census  as  " other  rural/7  distributed  to  the  various 
groups  in  the  same  proportion  as  the  number  of  towns  in  the  group 
bore  to  the  total  number  of  towns  in  the  State.  This  assumes  that 
each  town  draws  equally  from  the  country  population. 

Taking  Table  4  as  a  basis,  Table  5  was  prepared.  This  is  simply 
an  extension  of  the  averages  obtained  for  the  11  Middle  Western 
States  to  the  entire  United  States,  to  give  an  idea  of  the  scope  and 
magnitude  of  the  retail  lumber  trade  throughout  the  country.  Obvi- 
ously, figures  thus  obtained  afford  no  more  than  an  approximate 
guide;  but  since  the  States  in  which  data  were  gathered  constitute 
a  typical  lumber-consuming  territory,  the  totals  for  the  country  are 
believed  to  be  more  nearly  correct  than  any  hitherto  available. 

Table  5. — Estimated  volume  of  trade,  investment,  pay  roll,  and  credit  burden  of  the 
retail  lumber  business  of  the  United  States,  based  on  statistics  obtained  in  11  Middle 
Western  States,  1914. 


Item. 


11  States 
studied. 


Total  United 
States. 


Population  (Thirteenth  Census) 

Total  number  of  retail  lumber  yards 

Total  distribution  of  lumber,  in  feet  (including  hardwoods) 

Value  of  all  merchandise  sold 

Total  investment 

Total  number  of  persons  employed  1 

Total  salaries  paid 

Total  outstanding  accounts 


23,968,403 

10, 969 

7,067,751,000 

$373, 259, 897 

S313, 999, 133 

32, 907 

§33,104,442 

$114,121,476 


91.972,266 

42,090 

27,120,374,137 

$1,432,198,225 

$1,204,877,473 

126,264 

$127,021,584 

$437,906,928 


1  No  figures  were  obtained  by  the  Forest  Service  on  the  number  of  persons  employed  in  retail  lumber 
yards.  Statistics  obtained  by  the  secretary  of  the  Western  Retail  Lumberman's  Association  showed  the 
average  number  employed  in  nine  Western  States  to  be  three  per  yard,  and  this  has  been  accepted  as  the 
best  available,  although  believed  to  be  slightly  low  as  applied  to  the  whole  United  States. 

LUMBER  CONSUMPTION  AND  COST  PER  CAPITA. 

The  average  per  capita  consumption  of  lumber  through  retail 
yards  in  the  region  approximate  300  board  feet.  This  does  not 
include  shingles,  lath,  and  millwork. 

The  low  per  capita  consumption  in  towns  of  less  than  2,500  and 
cities  of  over  100,000  inhabitants  can  not  be  explained.  However, 
the  figures  indicate  conclusively  that  the  average  consumption  for 
the  entire  region  centers  around  300  board  feet.  Variations  in  the 
amounts  shown  for  Groups  III,  IV,  and  V  affect  the  final  average 
very  slightly,  since  they  constitute  only  9  per  cent  of  the  total  num- 
ber of  yards.  Groups  I  and  II  considered  together  show  an  average 
per  capita  consumption  of  293  board  feet  through  the  retail  trade 
at  points  of  less  than  10,000  inhabitants.  This  is  representative  of 
the  country  trade  in  Minnesota,  the  Dakotas,  Iowa,  Nebraska, 
Missouri,  and  Kansas,  for  which  distribution  costs  and  the  average 
prices  received  for  lumber  are  given  later.     Accepting  $30.75  as  the 
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average  retail  price  of  lumber  throughout  this  region  in  the  class  of 
towns  in  question,  the  average  yearly  retail  cost  of  lumber  amounts 
to  $9  per  capita. 

Applying  the  same  calculation  to  large  cities  and  selecting  Chicago 
as  an  example,  the  average  yearly  retail  cost  of  lumber  amounts  to 
$7.28  per  capita.  A  fluctuation  of  $5  per  thousand  feet  in  the  retail 
price  of  lumber  therefore  affects  the  average  per  capita  cost  of  raw 
materials  to  the  extent  of  $1.35  annually  for  city  dwellers  and  $1.45 
annually  for  country  dwellers. 

Table  4  shows  that  the  greatest  per  capita  consumption  of  lumber 
through  retail  yards  is  in  the  States  of  North  and  South  Dakota, 
Minnesota,  Iowa,  and  Nebraska,  where  the  average  is  418  board 
feet,  while  the  lowest  per  capita  consumption — 212  board  feet— is 
in  Oklahoma,  Missouri,  and  Kansas.  A  decided  difference  between 
the  two  regions  is  shown  further  in  the  tables  of  cost  on  page  38, 
from  which  it  will  be  noted  that  the  average  volume  of  business  for 
country  yards  in  Oklahoma,  Kansas,  and  Missouri  is  considerably 
less  than  in  the  States  farther  north. 

TRADE  POLICIES. 

Location  of  yards. — Of  the  10,969  retail  yards  in  the  States  covered, 
81  per  cent  are  located  in  towns  of  less  than  2,500  population,  10  per 
cent  in  towns  of  2,500  to  10,000  population,  and  3  per  cent  each  in 
towns  of  10,000  to  25,000,  25,000  to  100,000,  and  over  100,000 
population.  Ninety-one  per  cent  of  all  the  yards,  therefore,  are  in 
towns  of  less  than  10,000  inhabitants.  The  population  served  by 
the  yards  in  towns  of  less  than  2,500  population  consumes  52  per 
cent  of  the  lumber  distributed  by  retailers  in  these  States.  Accord- 
ing to  the  Thirteenth  Census,  54  per  cent  of  the  population  of  the 
United  States  is  in  towns  of  less  than  2,500  or  in  the  country.  The 
population  of  the  point  at  which  a  yard  is  located,  however,  is  not 
an  index  to  the  amount  of  business  available.  Country  yards  are 
located  with  the  idea  of  obtaining  business  from  outlying  districts, 
and  they  often  draw  trade  within  a  radius  of  30  to  40  miles.  This 
is  particularly  true  of  less  densely  populated  regions  in  the  Prairie 
States. 

Number  of  yards  in  relation  to  population. — The  average  popula- 
tion per  yard,  according  to  Table  4,  is  considerably  less  in  towns  of 
less  than  2,500  people  than  in  the  larger  towns.  This  would  be 
expected  from  the  scattered  nature  of  the  population  in  rural  dis- 
tricts and  the  greater  number  of  points  required  to  reach  them.  As 
shown  by  the  following  summary  from  Table  4,  the  number  of 
inhabitants  per  yard  increases  with  the  size  of  the  town: 

Population 
per  yard. 

Group  I.  Less  than  2,500  people 1,  470 

II.  2,500  to  10,000 2,  796 

III.  10,000  to  25,000 4, 107 

IV.  25,000  to  100,000 5,  957 

V.  Over  100,000. 13,  912 

Stocks  carried. — Lumber  sales  form  but  part  of  the  business  trans- 
acted by  the  average  lumber  yard.  In  the  larger  cities,  where  the 
retail  trade  is  more  specialized,  the  lumber  and  its  products  con- 
stitute from  85  to  95  per  cent  of  the  sales  of  the  average  yard,  the 
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remaining  small  percentage  covering  a  few  special  side  lines.  Figures 
obtained  on  22  annual  operations  of  seven  retail  lumber  companies 
in  Chicago  covering  1912,  1913,  and  1914  indicate  the  percentage  of 
the  different  classes  of  lumber  handled  by  large  city  yards: 


Percentage  of 
total  sales. 

87.06 


Lumber 

Lath 1.2 

Shinsrte 2.3 

Millwork - 5.  76 

Lumber  and  its  products 96.  32 

In  the  larger  cities  other  building  supplies  are  carried  as  a  rule 
by  different  business  organizations ;  while  in  the  smaller  towns  and 
country  districts  the  retail  lumber  yard  carries  a  much  greater 
varietur  of  stock  and  becomes  a  general  building  supply  depot.  In 
many  instances  commodities  other  than  those  used  in  the  building 
trade  are  handled.  The  list  given  below  covers  the  classes  of  mer- 
chandise found  in  country  and  small  town  yards.  Every  yard  does 
not  by  any  means  carry  all  of  these  supplies.  Stocks  vary  greatly 
between  yards  in  different  communities,  in  accordance  with  the 
policy  of  the  dealer  and  the  demands  of  his  consumers. 

Classes  of  merchandise  found  in  country  retail  lumber  yards. 


Agricultural  implements. 

Hardware. 

Pickets. 

Barb  wire. 

Harness. 

Posts  and  poles. 

Bee  supplies. 

Hog  troughs. 

Pumps. 

Brick. 

Incubators. 

Salt. 

Buggies. 

Ladders. 

Sand. 

Cement. 

Lath. 

Sawdust. 

Cement  blocks. 

Lead  (white). 

School  desks. 

Chatts, 

Lightning  rods. 

Screen  door3. 

Coal. 

Lime. 

Sewer  pipe. 

Coffins. 

Lumber. 

Shingles. 

Columns. 

Metal  lath.  > 

Silos. 

Corrugated  iron. 

Metal  sundries. 

Steel  culverts. 

Crushed  rock. 

Mill  work. 

Steel  roofing. 

Doors. 

Molding. 

Steel  tanks. 

Drain  tile. 

Nails. 

Stucco. 

Furniture. 

Paint  and  brushes. 

Wagon  bottoms  and  sides 

Gates. 

Paper  (tar,  building,  felt, 

Wall  board. 

Glass. 

carpet  lining) . 

Windows. 

Grain. 

Plaster. 

Wooden  gutters. 

Hair. 

Prepared  roofing. 

Woven  wire. 

Eetail  yards  in  the  country  districts,  therefore,  handle  a  smaller 
percentage  of  lumber  and  its  products  in  then  total  business  than 
city  yards.  Figures  obtained  from  line  yards  throughout  the  North- 
west and  Southwest  show  that  lumber  forms  from  35  to  45  per  cent 
of  the  total  sales.  If  all  timber  products  are  included,  the  proportion 
ranges  from  50  to  60  per  cent.  The  figures  given  below  show  the 
percentage  of  total  sales  from  each  class  of  merchandise.  They  were 
taken  from  the  records  of  two  large  line-yard  companies  in  Minne- 
sota and  the  Dakotas,  and  are  for  the  year's  business  of  1914. 


DISTRIBUTION    OF    SOFTWOOD    LUMBER   IN    MIDDLE    WEST. 


15 


Distribution  of  total  sales. 


Company  No.  1. 


Ter  cent. 

Lumber 39. 1 

Coal - 24.7 

Cement 8.3 

Sundries 5.6 

Shingles 5.0 

Tile  culverts 2.6 

Molding 2.4 

Sash 1.8 

Posts 1.8 

Roofing 1.2 

Lath 1.4 

Doors 1.2 

1.2 

8 


Paper 

Frames 

Brick ....... 

Sawdust .... 
Wire  fencing. 

Hardware 

Lime 

Bee  supplies. 


.4 
.4 
.4 
.1 


Company  No.  2. 


Per  cent. 

Lumber 45. 1 

Coal 17.6 

Brick,  cement,  lime,  plaster,  etc. .  14.  85 

Shingles 5. 6 

Sewer  pipe 2.3 

Lath * 2. 1 

Sash 1.8 

Posts 1.8 

Hardware 1.8 

Molding 1. 5 

Doors 1.  2 

Wire  fencing 1.0 

Frames 8 

Paper 7 

Culverts 7 

Pooling  (patent) 7 

Wood 4 

Bee  supplies 05 


The  average  sales  of  lumber  in  165  line  yards  in  Minnesota  and  the 
Dakotas  which  kept  a  separate  record  of  the  sales  of  different  classes 
of  merchandise  was  42  per  cent  in  1914.  With  other  timber  products 
included  in  the  average  was  55  per  cent. 

The  figures  given  below  were  taken  from  records  of  line-yard 
companies  operating  in  Nebraska  and  Iowa,  and  indicate  that  the 
relative  amount  of  lumber  handled  in  country  yards  in  that  territory 
in  1914  did  not  vary  greatly  from  the  figures  given  for  Minnesota  and 
the  Dakotas: 

Distribution  of  total  sales. 


Per  cent. 

Lumber 45.  90 

Coal 16.05 

Fence  wire 5. 46 

Shingles 5. 34 

Cement  and  plaster 5. 24 

Posts 5.18 

Sash,  doors,  and  molding 4. 16 

Lime,   brick,   sand,   cement,   and 

blocks. . . . . 3.  37 

Paints  and  oils 2. 20 

Plaster  board 2.  05 

Building  paper 


Per  cent. 

Lath 1. 18 

Gates  and  tanks 96 

Steel  culverts 64 

Lightning  rods 48 

Silos 48 

Steel  roofing  and  ceiling 49 

Prepared  roofing 32 


Screen  doors  and  windows. 

Glass 

School  desks . 
Hog  troughs . 
Ladders 


29 
11 
06 
03 
01 


The  records  of  one  of  the  largest  line-yard  companies  operating 
through  Missouri,  Oklahoma,  and  Kansas  showed  that  of  the  total 
sales  made  by  over  70  yards  from  1912  to  1914,  inclusive,  44  per  cent 
was  lumber. 

COSTS  OF  RETAIL  LUMBER  DISTRIBUTION. 

Retail  distribution,  including  the  cost  of  doing  business  and  the  dealer's  profit, 
adds  from  $5  to  $7.50  per  thousand  feet  to  the  cost  of  lumber  in  the  Middle  West. 
In  the  larger  cities  this  cost  is  around  $6  per  thousand  feet,  while  in  rural  districts, 
where  lumber  is  distributed  by  smaller  yards,  it  averages  close  to  $7. 

The  net  profit  taken  by  the  dealer  was  found  to  range  from  an  average  of  about  $1 
per  thousand  feet  in  the  city  trade,  equivalent  to  7  per  cent  on  the  investment,  to 
approximately  $3  per  thousand  feet,  or  from  10  to  12  per  cent  on  the  investment,  in 
the  rural  trade.  The  cost  of  doing  business  varied  from  15  per  cent  of  the  sales 
in  country  trade  to  around  18  per  cent  in  the  cities. 
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The  volume  of  business  transacted  by  a  yard  has  an  important  bearing  on  the  cost 
of  merchandising.  The  duplication  of  yards  in  small  towns  often  tends  to  increase 
distributing  costs.  Delivery  or  cartage  adds  $1  per  thousand  feet,  more  or  less,  to 
distributing  costs,  while  the  carrying  of  credit  appears  to  impose  a  charge  of  from 
40  to  60  cents  per  thousand. 

The  actual  margin  at  which  different  grades  of  lumber  are  handled  varies  greatly. 
Material  sold  in  the  heaviest  volume  is  ordinarily  handled  on  the  smallest  margin, 
while  items  sold  in  small  amounts  or  for  special  uses  bring  margins  as  high  as  $15 
or  $20  per  thousand  feet. 

Of  the  final  prices  paid  for  lumber  by  consumers,  from  50  to  60  per  cent  is  taken 
by  the  manufacturer,  2  to  4  per  cent  by  the  wholesaler,  and  20  to  25  per  cent  each  by 
the  railroad  and  the  retailer.  These  proportions  vary  widely  in  different  regions 
and  on  the  various  species  and  grades. 

Local  retail  yards  appear  essential  to  the  distribution  of  the  bulk  of  lumber  required 
In  relatively  small  amounts,  but  the  elimination  of  intermediate  handling  wherever 
possible  is  an  economy  to  which  the  public  is  entitled. 

The  gross  cost  of  retail  lumber  distribution,  considered  from  an 
economic  standpoint,  is  the  difference  between  the  delivered  wholesale 
price  paid  by  the  retail  dealer  and  the  net  price  received  from  its 
resale.  It  is,  therefore,  the  total  charge  levied  by  the  retail  dealer 
and  includes  all  items  of  expense  incident  to  buying,  handling,  and 
reselling  lumber  plus  the  net  profit  realized.  The  costs  presented 
are  based  upon  an  extensive  collection  of  statistics  from  retail  lumber 
operations  of  large  city  yards  in  Chicago,  Kansas  City,  and  Minne- 
apolis, and  of  town  and  country  yards  throughout  the  States  of 
Missouri,  Oklahoma,  Kansas,  Iowa,  Nebraska,  North  and  South 
Dakota,  and  Minnesota.  Cost  records  from  approximately  2,500 
annual  operations  were  transcribed  by  representatives  of  the  Forest 
Service  and  correlated,  being  grouped  by  cities  and  regions  and  by 
types  of  operation.  In  addition,  cost  statements  were  voluntarily 
submitted  by  several  hundred  retail  dealers  in  the  States  mentioned 
and  in  the  additional  States  of  Indiana,  Illinois,  and  Missouri.  In 
a  large  number  of  cases  these  statements  were  either  incomplete  or 
not  clearly  comparable.  Hence,  the  two  sets  of  costs  have  been  kept 
separate.  Unless  otherwise  noted,  therefore,  all  cost  statistics  here 
given  have  been  obtained  directly  by  representatives  of  the  Forest 
Service  from  the  records  of  the  various  companies. 

In  undertaking  a  study  of  this  scope  many  difficulties  had  to  be 
overcome.  It  was  found  at  the  outset  that  no  standard  system  of 
accounting  is  followed  by  retail  lumber  dealers.  Practically  every 
dealer  uses  a  different  system  or  some  modification  of  a  general 
system.  The  form  of  cost  statements  varied  widely,  from  vest- 
pocket  notebooks  to  highly  specialized  and  detailed  records.  One 
similarity  in  the  cost  statements  was  the  use  of  sales  as  the  base, 
for  expressing  the  percentage  cost  of  doing  business,  but  this  practise 
was  by  no  means  universal.  Some  dealers,  although  in  the  minoriity 
figure  operating  expenses  on  the  cost  rather  than  the  sale  price  of 
merchandise,  while  others  use  gross  sales  instead  of  net  sales  as  their 
basis. 

To  combine  costs  from  these  diversified  records  upon  a  comparable 
basis  for  ascertaining  averages,  it  was  necessary  that  the  various 
expenditures  be  carefully  analyzed  and  classified.  In  the  absence 
of  any  standard  accounting  system  in  general  use  and  because  of 
insufficient  time  for  the  detailed  segregation  of  all  costs,  an  elementary 
standard  was  adopted  by  which  the  various  items  could  be  conven- 
iently and  logically  grouped.     Net  sales  were  accepted  as  the  basis  for 
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expressing  costs  in  terms  of  percentages,  since  this  accords  with  the 
common  practice  and  is  recognized  by  most  standard  schools  of 
accounting.  In  addition  to  current  expenses,  such  as  salaries,  labor, 
and  teaming,  miscellaneous  expenses,  etc.,  rent  actually  paid  was 
considered  as  an  operating  expense  and  grouped  with  insurance  and 
taxes.  Depreciation  on  buildings  owned  and  upon  personal  property 
was  likewise  included.  Losses  from  bad  accounts  were  considered 
an  expense.  Where  salaries  of  executives  or  owners  were  not  charged 
upon  the  books  of  the  concern  or  were  clearly  insufficient  or  exces- 
sive, they  were  adjusted  to  accord  with  the  general  average  in  the 
trade  commensurate  with  the  size  and  responsibility  of  the  business. 
Interest  on  capital  borrowed  or  owned  was  not  considered  an  operat- 
ing expense  but  as  part  of  the  net  profit. 

In  the  case  of  city  yards  in  Chicago,  Minneapolis,  and  Kansas  City, 
expenses  were  subdivided  as  follows : 

(1)  Salaries. — Of  those  directly  in  charge  of  the  management  of 
the  company  and  of  the  clerical  force. 

(2)  Labor  and  teaming. — Wages  paid  yard  foreman,  all  yardmen, 
teamsters,  and  the  necessary  expense  incidental  to  teaming. 

(3)  Insurance,  taxes,  and  rent. — Charged  as  an  operating  expense 
where  actually  paid. 

(4)  Depreciation. — Charged  off  uniformly  at  10  per  cent  on  the 
value  of  buildings  owned,  and  15  per  cent  on  the  value  of  equipment 
or  personal  property  employed  in  the  business.  These  percentages 
were  taken  as  fair  averages  of  the  conditions  found  in  the  business. 
Depreciation  on  stock  was  not  considered. 

(5)  Office  supplies.' — All  expenses  incident  to  the  maintenance  of 
the  office — stationery,  stamps,  etc. 

(6)  Loss  accounts. — All  accounts  long  outstanding  on  which  hope 
of  further  collections  had  been  abandoned. 

(7)  Repairs  and  renewals. — Under  this  head  were  included  all  ex- 
penses incurred  for  repairs  and  renewals. 

(8)  Miscellaneous  expense. — All  remaining  expenses  necessary  for 
the  proper  transaction  of  the  business  were  covered  under  this  head 
including  such  items  as  telephone,  telegraph,  advertising,  fuel,  light, 
donations,  livery,  legal  costs  (for  collections),  demurrage,  associa- 
tion dues,  etc. 

The  method  of  classifying  costs  at  line-  yards  was  of  the  same 
general  nature,  with  the  exception  that  office  supplies  were  included 
in  miscellaneous  expenses.  The  salary  item  at  the  yard  included 
the  salary  of  the  local  manager.  Two  main  divisions,  however,  were 
adopted  for  line  yards:  (1)  Yard  operating  expenses,  which  include 
all  expenses  incurred  by  the  local  yards  of  the  company,  and  (2)  gen- 
eral office  expenses,  which  include  all  costs  incident  to  the  main  or 
central  office  of  the  concern.  Line  yard  companies  in  some  cases 
do  not  carry  the  general  office  as  an  expense,  but  regard  it  as  offset 
by  the  rebuling  charges  assessed  against  the  merchandise  distributed 
among  the  yards.  This,  of  course,  is  not  correct  accounting.  The 
maintenance  of  the  general  office  is  a  direct  operating  expense,  and 
has  been  so  considered  in  the  line  yard  statements  presented.  The 
expenses  of  the  main  or  central  office  from  which  the  auditing, 
purchasing,  and  general  policy  are  conducted  were  subdivided  as 
follows : 

(1)   Management  salaries. — Compensation  of  officers  in  charge. 

4049°— 18 2 


18  DISTRIBUTION   OE    SOEIWOOD    LUMBER  JM   MIDDLE    WEST. 

(2)  Clerical  salaries. — Salaries  of  the  clerical  force  employed  at  the 
general  office. 

(3)  Auditor's  or  superintendents  salary  and  expenses. — All  expenses 
incidental  to  the  proper  auditing  of  records  by  the  auditor,  including 
traveling  expenses  to  the  yards. 

(4)  Rent. — -The  amount  actually  paid  for  rent  of  the  general  office. 

(5)  Miscellaneous  expense. — Remaining  expenses  incurred  at  the 
general  office. 

The  annual  gross  margin  was  readily  obtained  by  deducting  the 
inventory  values  at  the  beginning  of  the  year  and  the  purchases  made 
during  it  from  the  sum  of  the  inventory  values  at  the  close  of  the 
year  and  the  total  yearly  sales,  Gain  or  loss  on  inventory  is  therefore 
covered  in  the  gross  margin.  Having  ascertained  the  annual  gross 
margin  and  the  operating  expenses  segregated  under  the  foregoing 
items,  an  average  profit  and  loss  statement  for  groups  of  yards  was 
readily  obtained,  both  in  dollars  and  cents  and  in  percentages  of  net- 
sales.  This,  however,  applied  to  the  business  as  a  whale  and  included 
not  only  the  handling  of  lumber  but  all  other  classes  of  merchandise 
carried  in  stock. 

To  ascertain  the  average  cost  of  merchandising  lumber  it  was 
necessary  to  apportion  against  lumber  its  share  of  the  total  costs. 
In  the  absence  of  any  authentic  basis  from  which  the  relative  cost 
of  handling  lumber  as  compared  with  other  materials  carried  in 
stock  could  be  determined  it  was  assumed  that  the  cost  of  mer- 
chandising one  dollar's  worth  of  lumber  is  the  same  as  the  cost  of 
merchandising  one  dollar's  worth  of  the  other  commodities  handled. 
Although  not  a  strictly  correct  assumption,  this  appeared  to  be  the 
most  practicable  method  of  segregating  the  cost  data  and  is  believed 
to  give  results  close  to  the  actual  figures.  "No  record  of  comparative 
costs  ascertained  upon  either  a  general  or  scientific  basis  could  be 
obtained  from  the  dealers  consulted.  There  is  a  great  difference  of 
opinion  upon  this  point,  some  dealers  believing  that  it  costs  more  to 
merchandise  lumber  than  side  lines,  others  believing  that  it  costs 
less. 

The  operating  expenses  were  consequently  prorated  against  lumber 
in  the  ratio  which  the  total  net  sales  of  lumber  bore  to  the  net  sales 
of  all  classes  of  stock.  For  example,  if  lumber  sales  amounted  to 
50  per  cent  of  the  total  business,  50  per  cent  of  the  operating  ex- 
penses were  charged  to  lumber.  To  express  this  expense  in  terms  of  a 
thousand  feet  of  lumber  it  was  necessary  to  ascertain  the  total  num- 
ber of  feet  sold  as  well  as  the  net  receipts  from  lumber  sales,  a  pro- 
cedure which  involved  considerable  difficulty  in  some  instances. 

The  dealers  in  Chicago  and  Minneapolis  kept  separate  records  in 
most  cases  so  that  the  data  could  be  obtained  directly,  but  in  Kansas 
City  none  of  the  dealers  kept  a  separate  account  of  their  lumber 
sales.  Hence  it  was  necessary  to  total  the  daily  delivery  slips  to 
determine  the  average  selling  price  of  lumber.  This  figure  was  aver- 
aged from  several  companies  and  used  with  the  operating  costs  of 
the  various  concerns  to  obtain  the  cost  of  merchandising  a  thousand 
feet  of  lumber.  The  Hue  yards  operating  in  Iowa  and  Nebraska  had 
their  records  hi  such  form  that  it  was  possible  to  obtain  their  pur- 
chases in  feet  of  lumber,  thousands  of  pieces  of  shingles  and  lath, 
number  of  posts,  etc.,  with  the  corresponding  sale  values  of  each  com- 
modity, permitting  a  correct  and  accurate  prorating  of  expenses, 
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The  problem  of  ascertaining  the  costs  of  merchandising  lumber  per 
thousand  feet  in  line  yards  operating  throuhout  Missouri,  Oklahoma, 
and  Kansas  was  unusually  difficult,  owing  to  the  fact  that  no  single  con- 
cern visited  had  records  showing  the  value  of  their  lumber  sales  as 
distinguished  from  other  stock.  To  obtain  this  information  with  preci- 
sion would  have  required  many  months  of  labor  in  totaling  sales  tickets. 
The  yearly  inventory  less  50  cents  per  thousand  for  piling  lumber 
in  the  yard  was,  therefore,  accepted  as  a  true  index  of  the  grades, 
sizes,  and  purchasing  price  of  the  lumber  sold.  The  feetage  and  value 
of  the  stock  inventoried  was  obtained  at  162  yards.  The  gross 
profit  actually  obtained  on  sales  was  converted  to  a  percentage  of 
costs,  and  this  gross  gain  plus  the  purchasing  price  was  taken  as  an 
average  selling  price.  The  expense  of  merchandising  per  thousand  feet 
was  then  obtained  as  in  the  other  cases.  The  costs  of  merchandising 
lumber  by  the  line  yards  in  Minnesota  and  North  and  South  Dakota 
were  obtained  more  readliy  and  accurately.  The  concerns  in  this 
region  as  a  rule  kept  records  showing  their  total  sales  of  lumber  in  feet 
and  dollars,  thus  making  it  possible  to  arrive  at  an  average  selling 
price  per  thousand  feet  and  to  prorate  the  costs  of  merchandising 
not  only  against  lumber  but  in  some  cases  against  all  the  commodities 
handled. 

URBAN  RETAIL  TRADE. 

CHICAGO. 

Conditions  in  the  retail  lumber  trade  at  Chicago  are  those  of  a 
highly  competitive  market  where  the  socalled  ethics  of  the  trade  are 
commonly  violated  in  the  struggle  for  business.  This  general  term 
covers  the  definitions  of  what  constitutes  wholesale  and  retail  trade 
and  the  qualifications  as  to  capital,  permanency,  etc.,  requisite  to 
legitimate  standing  as  a  dealer,  which  retail  associations  formerly  laid 
down  and  sought  to  enforce.  Then*  purpose,  of  course,  was  to  build 
up  exclusive  channels  of  distribution  from  which  outside  compe- 
tition was  debarred. 

The  average  costs  of  retail  lumber  merchandising  in  Chicago  are 
given  in  Table  6,  which  is  based  on  22  annual  operations  of  7  different 
companies  located  in  different  sections  of  the  city.  These  concerns 
were  taken  as  representative  of  the  larger  yards  in  Chicago,  and  the 
volume  of  business  transacted  is  doubtless  higher  than  the  average 
of  all  Chicago  yards,  of  which  there  are  are  some  142.  In  these 
twenty-two  annual  operations,  covering  1912  to  1914,  inclusive,  the 
the  value  of  the  yearly  sales  varied  approximately  14  per  cent  from 
the  average  for  the  period. 

The  Chicago  retail  market  differs  from  that  of  Kansas  City  and 
Minneapolis  in  that  large  quantities  of  two  species,  hemlock  and  yellow 
pine,  compete  for  the  business.  Yellow  pine  sales,  however,  were 
predominant  at  the  yards  studied.  While  the  number  of  yards  is 
only  one  to  approximately  15,355  inhabitants,  competition  is  much 
more  severe  than  might  appear  to  be  the  case,  due  to  the  fact  that  in 
large  cities  retailers  as  a  whole  deal  with  but  a  limited  number  of 
customers.  About  80  per  cent  of  their  sales  are  made  either  to 
contractors  or  carpenters  or  through  architects;  the  remaining  20 
per  cent  being  in  small  lots  to  numerous  consumers.     In  the  country 
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on  the  other  hand,  the  dealers  come  into  more  direct  contact  with 
the  ultimate  users  of  the  lumber. 

Table  6. — Average  costs  of  retail  lumber  distribution  as  shown  by  22  annual  yard  opera- 
(  tions  of  city  yards  in  Chicago,  III. 

[Basis:  1912,  6  companies.  7  yards;  1913,  6  companies,  7  yards;  1914,  7  companies,  8  yards.] 


Account  statement 

Average 
costs  per 
yard  in 
dollars,  total 
business 
annual. 

Average 
prorated 
costs  per 
thousand 
feet  b.  m. 
lumber 
only. 

Average 

expense 

expressed 

in  per 

cent  of 

total 

sales. 

Totnl  investment 

?194,2S1.46 

329,  S30.  61 
71,  70S.  18 

§27. 15 
5.Q0 

Gross  profit 

S21. 74 

Operating  expenses: 

Salaries 

Labor  and  teaming 

Insurance,  taxes,  and  rent . . 

Repairs  and  renewals 

Loss  accounts 

Depreciation  on  equipment- 
Miscellaneous  exoense 


Total  operating  expense 

Net  operating  profit 

Interest  on  investment  at  6  per  cent 

Net  profit  over  and  above  interest  on  investment  at  6  per  cent. 
Number  times  stock  turned  annually  (approximate) 


14. 977. 48 
27',  201.  78 
6,888.13 
310.48 
1.029.19 
2;  305.  63 
4, 783.  74 


57, 496. 43 
14, 208.  75 
11, 656. 89 
2,551.86 
2.34 


1.23 
2.24 
.57 
.03 
.08 
.19 
.39 


4.54 

8.25 

2.09 

.09 

.31 

.70 

1.45 


4.73 

1.17 

.96 

.21 


17.43 
4.31 
3.53 


1  Equivalent  to  7.31  per  cent  interest  on  investment. 

The  range  shown  for  the  companies  and  years  studied  is  indicated 
below: 


Per  cent  c 

f  sales. 

Item. 

1912                              1913 

1914 

Lowest. 

Highest.  :  Lowest,  j  Highest. 

Lowest. 

Highest. 

Gross  profit 

22.04 
12.19 
2.66 

26.21  |        18.03 
20.21          12.43 
10.16              .05 

24.30 

24. 97 

5.75 

15.96 
14.00 
-7.16 

29.17 

Operating  expenses 

28.59 
7.62 

In  1914,  apparently  in  consequence  of  recurring  trouble  in  the 
building  trades,  the  same,  companies  showed  an  average  decrease  of  24 
per  cent  in  business  under  1913,  while  the  costs  of  merchandising  rose 
to  the  highest  figure  of  the  period. 

In  the  Chicago  yards  studied  the  average  investment  was  distrib- 
uted as  follows,  by  percentages: 

Distribution 
(percent). 

Merchandise  investment .---_-; 56.  92 

Outstanding  accounts  (including  both  bills  receivable  and  ac- 
counts receivable 31.  88 

Real  estate  and  improvements 5.  83 

Personal  property 5.  37 

Total 100.  00 

It  will  be  noted  that  outstanding  accounts  represent  31.SS  per  cent 
of  the  average  investment.     This  is  equivalent  to  18.56  per  cent  of 
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the  annual  sales.  The  percentage  represented  by  real  estate  and 
improvements  is  very  small,  most  of  the  concerns  occupying  leased 
ground. 

To  ascertain  the  number  of  times  the  stock  was  turned  annually, 
the  total  cost  of  the  stock  sold  was  divided  by  the  average  monthly 
inventory  in  dollars  wherever  possible.  In  general,  however, 
stocks  are  considerably  reduced  at  inventory  time  so  that  the  figures, 
while  furnishing  an  index  to  this  feature  of  the  business,  show  a 
higher  rate  of  stock  turnover  than  actually  took  place.  In  1912 
the  range  as  thus  obtained  was  from  1.44  to  4.45  turns,  with  an 
average  of  2.44;  in  1913,  from  1.51  to  4,40  turns,  with  an  average  of 
2.68;  and  in  1914  from  0.93  to  3.97  turns,  with  an  average  of  1.97. 
The  average  for  the  period  was  2=34. 


MINNEAPOLIS. 


Minneapolis  and  St.  Paul  are  essentially  northern  pine  markets, 
the  retail  sales  of  this  species  forming  approximately  75  per  cent  of 
the  lumber  used.  In  the  two  cities  there  are  62  retail  lumber  dealers, 
a  yard  to  every  8,326  people.  Competitive  conditions  are  therefore 
indicated,  although  the  market  as  reflected  by  the  eurvers  has  been 
more  stable  than  either  the  Chicago  or  Kansas  City  market.  In 
Table  7  are  shown  average  distribution  costs  compiled  from  49  annual 
operations  of  5  different  companies  at  these  points.  The  operations 
cover  the  years  from  1912  to  1914,  inclusive.  Most  of  the  yards  are 
located  in  Minneapolis,  and  showed  better  average  returns  than  the 
yards  from  which  data  were  obtained  in  St.  Paul. 


Table  7. — Average  costs  of  retail  lumber  distribution  as  shown  by  49  annual  yard  opera- 
tions in  Minneapolis . 

[Basis:  1912,  5  companies,  15  yards;  1913,  5  companies,  17  yards;  1914,  5  companies,  17  yards.] 


Account  statement. 


Average 
costs  per 
yard  in 
dollars, 

total 
business, 
annual. 


Average 
prorated 
costs  per 
1,000  feet 

b.  m., 
lumber 

only. 


Average 

expense 

expressed 

in  per 

cent  on 
sales,  total 

business. 


Total  investment. 

Net  sales 

Gross  profit 


Operating  expense: 

Salaries 

Labor  and  teaming 

Insurance,  taxes,  and  rent . 

Repairs  and  renewals 

Loss  accounts 

Pepreciation 

Miscellaneous 


Total  operating  expense 

Net  operating  profit 

Interest  on  investment  at  6  per  cent 

Net  profit  over  and  above  interest  on  investment  at  6  per  cent . 
Number  of  times  stock  turned  annually  (approximate) 


858,913.40 
97,799.94 

21,388.85 


5, 343.  52 

6, 552. 14 

1, 945.  91 

45.28 

232.  33 

877.09 

2, 912.  85 


17,909.12 

3,479.73 

3, 534,  80 

—55.  07 

3.57 


$26.  77 
5.85 


.95 
.97 
-.02 


5.46 
6.70 
1.99 
.05 
.24 
.89 
2.98 


18.31 

13.56 

3.61 

—.05 


1  Equivalent  to  5.999  per  cent  interest  on  investment. 


22 


DISTRIBUTION   OF    SOFTWOOD   LUMBER  IK   MIDDLE   WEST. 


Gross  profits,  operating  expenses,  and  net  profits  showed  the  fol- 
lowing range  by  years : 


Pe-r  cent  of  sales. 

Item. 

1912 

1913 

1914 

Lowest,  j  Highest. 

Lowest,  i  Highest. 

.      i 

Lowest. 

Highest. 

Gross  profit 

j       ,   , ... ._ 

19. 73  j        35. 13 

15.  75  !        20.  54 

2.  90  1        IS.  07 

18. 93  j        25.  73 
15.  82           22.  78 
0.  SS  1          6. 25 

17.10 
15.36 
0.03 

27.19 

Operating  expeas&s 

22.39 

Net  profits 

8.32 

The  average  investment  at  the  yards  studied  in  the  two  cities 
during  the  three-year  period  was  divided  as  follows: 

Distribution 
(per  cent). 

Merchandise  in  vestment 36.  82 

Outstanding  accounts 49.  45 

Real  estate  improvements 9.35 

Personal  property 4.  33 

Total . 100.  00 

It  will  be  noted  that  outstanding  accounts  constituted  the  major 
portion  of  the  investment ,  18  per  cent  greater  than  at  the  Chicago 
yards.  The  percentage  of  sales  carried  as  outstanding  accounts  did 
not  vary  greatly  from  year  to  year,  as  shown  below: 

Percentage 

of  out- 
standing 
accounts 
to  sales. 

1912 29.49 

1913 29.58 

1914 30.22 

Average. 29.  79 

A  similar  method  was  used  to  obtain  the  rate  of  stock  turnover  in 
Minneapolis  as  in  Chicago.  It  gave  an  average  of  3.57  turns  annu- 
ally, or  1.23  more  than  the  Chicago  yards.  The  variation  hi  1912 
was  from  1.86  to  3.68  turns,  with  an  average  of  2.68.  In  1913  the 
variation  was  from  2.57  to  4.48  turns,  with  an  average  of  3.52.  In 
1914  an  increased  volume  of  sales  produced  a  considerably  higher 
rate  of  stock  turn,  varying  from  3.34  to  5.85,  with  a  resulting  high 
average  of  4.57. 

KANSAS   CITY,    MO. 

Kansas  City,  from  its  geographical  location  in  close  proximity  to 
the  southern  producing  region,  is  the  greatest  lumber  market  of  the 
lower  Mississippi  Valley. 

With  one  yard  to  every  9,000  inhabitants,  retail  conditions  in  the 
city  are  evidently  favorable  to  competition.  Although  Kansas  City 
is  not  an  open  market  to  the  sam8  extent  as  Chicago,  practically  all 
wood-using  industries  purchase  their  supplies  from  manufacturers  or 
wholesalers,  and  retailers  seldom  obtain  such  orders.  The  city  has  a 
surplus  of  retail  lumber  yards,  and  those  whose  records  were  compiled 
barely  earned  6  per  cent  on  their  investments  during  the  three-year 
period. 
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The  operations  studied  in  Kansas  City  are  presented  in  Table  8, 
which  is  based  on  24  annual  operations  of  8  different  yards  covering 
the  period  from  1912  to  1914,  inclusive.  <  The  yards  are  considered 
representative  of  the  retail  trade  in  the  city. 

Table  8. — Costs  ofreki.il  lumber  distribution  as  shown  by  24  annual  operations  of  8  city 
yards  in  Kansas  City,  Mo.,  for  the  'period  1912,  1913,  and  1914. 


Account  statement. 


Average 
costs  per 
yard  in 
dollars, 

total 
business 
annual. 


Average 
prorated 
costs  per 
thousand 
feetb.  m., 
lumber 
only. 


Average 
expense 
expressed 
in  per 
cent  on 

sales, 

total 
business. 


Total  in  vestment. 

Total  net  sales 

Gross  profit 


$104,465.38 
135, 906. 81 
30,221.17 


$25.  41 
5.65 


Operating  expenses: 

Salaries 

Labor  and  teaming 

Insurance,  taxes,  and  rent . . 
Loss  accounts 

Depreciation  on  equipment. 
Miscellaneous  expenses 


4. 608. 81 
11, 456.  76 

2. 445. 82 
510.05 

.1,065.92 
3,  864. 36 


2.14 
.46 
.10 
.20 
.72 


3.39 

8.43 

1.80 

.38 

.78 
2.84 


Total  operating  expenses 23, 951. 72 

Net  operating  profit !  6, 269.  45 

Interest  on  investment  at  6  per  cent 6, 267. 92 

Net  profit  over  and  above  interest  on  investment 1. 53 

Number  of  times  stock  turned  annually  (approximate) 3. 74 


4.48 
1.17 
1.17 


17.62 

14.62 

4.62 

.001 


Equivalent  to  6.001  per  cent  on  investment. 


In  the  yards  studied,  the  range  by  years  in  the  gross  profit,  oper- 
ating costs,  and  net  profits  shown  was  as  follows: 


Per  cent  of  sales. 

Item. 

1912 

1913 

1914 

Lowest. 

Highest. 

Lowest. 

Highest. 

Lowest. 

Highest. 

Gross  profit 

20.76 
14.54 
4.'01 

29.06 

23.71 

9.01 

13.33 

14.35 
1.02 

27.60 

27.47 

6.69 

19.94 
15.47 
0.27 

25.68 

25.  41 

Net  profit 

8.41 

The  average  return  on  investment  shown  by  the  yards  studied  was 
8.5  per  cent  in  1912,  which  was  the  best  year  of  the  period,  3.34  per 
cent  in  1913,  a  year  of  falling  prices,  and  5.92  percent  in  1914. 
The  average  net  return  of  the  investment  during  the  three-year 
period  was  6  per  cent. 

The  investment  in  Kansas  City,  based  on  an  average  of  the  yearly 
inventories,  was  distributed  as  follows: 

Distribution 
(per  cent). 

Merchandise  investmen  t 34.  73 

Outstanding  accounts 42.  84 

Real  estate  and  improvements 19.  57 

Personal  property 2.  86 

Total 100.  00 
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The  rate  of  turnover  shown  by  the  different  companies  varied  in 
1912  from  1.47  to  3.78  times,  with  an  average  of  2.92  turns.  In 
1913,  with  a  decrease  in  the  amount  of  stock  carried,  the  turnover 
varied  from  1.33  to  4.41  turns,  with  an  average  of  2.89.  In  1914  the 
rate  slightly  increased;  varying  from  1.76  to  4.37,  with  an  average 
of  2.92.  The  three-year  average  shows  an  approximate  yearly  turn- 
over of  2.91  times. 


SUMMARY    OF    URBAN    TRADE 


Inasmuch  as  the  same  general  classes  of  lumber  are  used  in  all 
cities  for  common  construction,  the  conditions  existing  in  the  Chicago, 
Kansas  City,  and  Minneapolis  markets  are  considered  more  or  less 
typical  of  retailing  costs  in  the  urban  trade.  The  data  for  these 
three  cities  have,  therefore,  been  brought  together  in  Table  9,  which 
is  an  average  derived  from  Tables  6,  7,  and  8.  In  this  average  the 
statement  from  each  city  has  been  given  equal  weight.  The  species 
used  vary  in  the  different  markets,  but  the  consumer  pays  approxi- 
mately the  same  average  price  for  his  lumber.  The  grades  consumed 
are  similar,  even  though  the  species  differ. 

Table  9. — Recapitulation  of  average  costs  of  retail  distribution  as  determined  from  95 
annual  yard  operations  of  city  yards  in  Chicago,  Kansas  City,  and  Minneapolis  during 
period  1912-1914,  inclusive. 


Account  statement. 


Total  Investment 

Cross  profit 

Operating  expense: 

Salaries. 

Labor  and  teaming 

Insurance,  taxes,  rent 

Loss  accounts 

Depreciation 

Miscellaneous 

Total  opera!  ing  expense 

Xet  operating  profit 

Interest  on  investment  at  6  per  cent 

Ket  profit  over  and  above  investment  at  6  per  cent 


Average 
costs  per 
yard  in 
dollars. 
Total 
business, 
annual. 


Average 

prorated 

costs  per 

. thousand 

feetb.m., 

lumber 

onlv. 


$119, 220. 07 

187,845.79 

41,105.07 


8,309.94 
^,070.23 
3,759.95 
590.52 
1,416-31 
3.972,24 


33,119.09 

7.985.98 

7. 152. 90 

833. 08 


Average 
expense 
expressed 

in  per 
cent  of 

sales. 

Total 
business. 


826. 44 
5.  SO 


21.95 


1.18 
2.06 
.52 
.08 
.21 
.65 


4.70 

1.10 

1.03 

.07 


4.46 
7.80 
1.96 
.31 
.79 
2.47 


14.16 

3.91 

.25 


i  Equivalent  to  6.69  per  cent  interest  on  investment. 

Gross  'profits. — There  is  very  little  difference  in  the  average  gross 
profits  shown.     A  comparison  of  the  three-year  averages  follows: 


Place. 


J  Per  cent 
l  of  sales. 


Per  thou- 
sand feet. 


Chicago,  111 - ;  21 .  74 

Minneapolis,  Minn : 21 .  87 

Kansas  City ,  Mo j  22. 24 

Average I  21 .  95 


$5.90 
5.S5 
5.65 
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It  will  be  noted  that  the  maximum  fluctuation  from  the  average 
was  twenty-nine  one  hundredths  of  1  per  cent  of  the  sales,  or  the 
equivalent  of  15  cents  per  thousand  feet.  It  is  significant  that  the 
city  having  the  highest  percentage  of  gross  profit  has  the  lowest 
gross  profit  in  dollars  and  cents.  This  is  because  of  the  lower  aver- 
age price  per  thousand  feet  received  in  Kansas  City. 

Operating  expense. — The  costs  of  merchandising  lumber  are  prac- 
tically identical  in  some  cases  and  in  others  present  a  wide  variation. 
This  is  due  to  local  conditions  within  the  market  itself  and  the  ability 
of  the  dealers  in  various  cities  to  adjust  their  business  to  changing 
economic  and  competitive  conditions.  The  actual  costs  of  merchan- 
dising lumber,  based  on  three-year  averages,  were: 


Average 
volume  of 
business. 

Operating  cost. 

riace. 

Per  cent 
of  sales. 

Vqv  thou- 
sand feet. 

Chicago,  111.  .              

$329,830.61 
97,799.94 
135, 906. 81 

17.43 
18.31 
17.62 

$4.73 

4.90 

4.48 

187. 845. 75 

17.79 

4.70 

The  maximum  variation  from  the  average  cost  was  $0.42  per 
thousand  feet.  The  highest  cost  was  incurred  by  the  yards  in  Min- 
neapolis and  St.  Paul,  where  the  volume  of  business  transacted  was 
the  smallest.  On  the  other  hand,  these  dealers  show  an  increasing 
volume  from  year  to  year.  In  1913  the  increase  over  the  preceding 
3^ear  was  18.6  per  cent.  In  1914  it  was  9.38  per  centover  1913,  or 
29.1  over  1912.  At  the  same  time  operating  costs  increased.  In 
Minneapolis  dealers  generally  endeavor  to  maintain  a  $5  service 
charge,  or  gross  margin,  on  their  lumber,  figuring  that  to  sell  on  a 
smaller  margin  is  to  sell  below  cost. 

From  the  statistics  obtained,  the  average  retail  cost  of  merchan- 
dising lumber  under  the  conditions  prevailing  by  and  large  in  Middle 
Western  cities  of  the  first  class  approximates  $4.70  per  thousand  feet 
above  the  cost  of  the  material  on  railroad  cars. 

Distribution  of  costs. — It  will  be  of  interest  to  note  the  distribution 
of  the  operating  costs  making  up  the  three-year  average  in  the  various 
cities. 

Average  operating  costs  per  thousand  feet. 


Item. 


Salaries 

Labor  and  teaming 

Insurance,  taxes,  and  rent. 

Loss  accounts 

Lepreciation  on  equipment 
General 

Total 


Chicago. 


SI.  23 
2.24 

.57 
.08 
.19 
.42 


4.73 


Minne- 
apolis. 


$1.46 

1.79 

.53 

.06 

.26 


Kansas 
City. 


?0.  86 
2.14 
.16 
.10 
.20 
.72 


Average. 


18 


§1.18 
2.06 
.52 
.08 
.21 
.65 


4.70 


Average 
per  cent 
distribu- 
tion. 


25. 11 
43.83 
11.06 
1.70 
4.47 
13.83 


100.  00 
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Net  profits, — Based  on  the  three-year  average,  a  comparison  of  the 
net  profits  realized  gives  the  following: 


Place. 


Per  cent 
of  sales. 


Per 

thousand 

feet. 


Per  cent 

on  in- 
vestment. 


Chicago,  HI 4. 31 

Kansas  City,  Mo 4. 62 

Minneapolis,  Mum 3.  56 

Average 4. 16 


$1.17 

1.17 

.95 


1.10 


7.31 
6.00 
5.999 


6.43 


The  surprising  closeness  with  which  average  gross  profits,  operating 
costs,  and  net  profits  check  at  three  widely  separated  centers  strength- 
ens the  conclusion  that  the  results  obtained  represent  broad  condi- 
tions prevailing  in  urban  trade. 

Annual  stock  turns. — It  has  been  mentioned  previously  that  the 
rate  of  stock  turn  is  based  on  inventories  at  the  end  of  the  year, 
when  dealers  as  a  general  rule  have  reduced  stocks.  The  figures 
given,  therefore,  are  possibly  a  trifle  high.  The  three-year  average 
was  as  follows: 

Turns. 

Chicago ,  111. 2 .  34 

Minneapolis,  Minn. . 3.  57 

Kansas  City,  Mo , 2.  91 

Average. 2. 94 

It  will  be  noted  that  Minneapolis  shows  the  greatest  number  of 
stock  turns  a  year.  This  market  being  the  closest  to  its  main 
producing  region  (northern  pine),  the  stock  investment  is  propor- 
tionately smaller  and  can  be  turned  oftener  than  in  cities  more 
remote  from  producing  territory.  This  is  also  borne  out  by  Kansas 
City,  which  is  closer  to  its  producing  region  than  Chicago.  The 
latter  point  is  ih.Q  farthest  removed  of  any  from  the  sawmills,  and 
shows  the  largest  per  cent  of  stock  investment  and  the  lowest  rate 
of  turnover. 

Distribution  of  investment. — A  comparison  of  the  average  invest- 
ment hi  the  three  cities  is  shown  below: 

Comparative  distribution  of  investment,  in  per  cent. 


Item. 


Chicago. 


Minne- 
apolis. 


Kansas. 
Citv. 


Average. 


Merchandise 

Outstanding  accounts 

Eeal  estate  and  improvements 
Personal  property 

Total 


56.92 
31.88 
5.83 
5.37 


36.82 

49.45 

9.35 

4.38 


34.  73 

42.84 

19.57 

2.86 


100.00         100.00 


100.00 


42.82 

41.39 

11.58 

4.21 


100.00 


It  will  be  noted  that  the  investment  in  merchandise  is  greater  at 
Chicago  than  at  Kansas  City  and  Minneapolis,  the  points  close  to  the 
source  of  production.  The  percentage  of  real  estate  .and  improve- 
ments is  lowest  in  Chicago,  where  the  majority  of  the  concerns  from 
which  data  were  collected  occupy  leased  grounds.  In  Kansas  City 
several  of  the  sites  occupied  were  too  valuable  for  lumber  yards,  but 
were  used  as  such  until  the  property  was  sold. 
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The  average  percentage  of  outstanding  accounts  carried  on  the 
books  by  various  retailers  does  not  vary  materially  from  year  to' 
year.  It  was  noted  that  the  outstanding  accounts  increase  propor- 
tionately with  sales;  hence  an  increase  or  decrease  in  the  volume  of 
business  will  only  affect  the  outstanding  percentage  slightly,  although, 
the  total  amount  in  dollars  may  vary  greatly. 

The  percentage  of  outstanding  accounts  to  sales  for  the  three  years 
was  as  follows  for  the  various  cities: 

Per  cent. 

Chicago 18.  56 

Kansas  City 32.  93 

Minneapolis 29.  79 

The  average  shown  for  Kansas  City  is  considered  high  on  account 
of  the  inclusion  of  one  concern  carrying  50  per  cent  of  its  sales  in  out- 
standing accounts.  The  average  of  all  yards  at  this  point  would,  It' 
is  believed,  fall  between  24  and  30  per  cent. 

Dray  age. — By  reference  to  the  distribution  of  costs  given  on  page  24, 
it  will  be  seen  that  the  item  of  "Labor  and  teaming"  constitutes  over 
40  per  cent  of  the  cost  of  retail  distribution  in  the  large  cities.  It  has 
been  pointed  out  that  in  the  trade  of  25  or  30  years  ago  a  much 
larger  proportion  of  the  material  was  hauled  away  from  the  yards  by 
customers,  and  that  with  the  development  of  more  intensive  trade  an 
increasing  service  has  been  demanded  of  the  retailer.  At  the  present 
time  city  dealers  claim  that  from  65  to  75  per  cent  of  their  lumber 
sales  must  be  delivered.  A  great  deal  of  this  business  is  in  less  than 
wagonloads,  because  of  the  small  size  of  the  purchase  or  the  desire  of 
the  purchaser  to  have  the  lumber  delivered  in  small  amounts  as  needed 
in  construction  work. 

The  item  of  "Labor  and  teaming"  includes  both  drayage  costs  and 
yard  labor.  It  was  not  possible  in  every  case  to  segregate  the  two 
items,  but  data  obtained  in  all  three  cities  indicate  that  the  average 
drayage  cost  centers  around  $1  per  thousand  feet  of  lumber  sold. 
This  is  approximately  20  per  cent  of  the  total  retailing  cost. 

Table  10  was  prepared  by  a  retail  lumber  dealer  in  St.  Louis  and  is 
presented  here  to  indicate  the  item  of  drayage  as  a  factor  of  expense 
under  varying  conditions  as  to  size  of  load  and  hauling  distance.  The 
table  is  based  on  a  $5  cost  for  team  and  man  per  10-hour  day,  and  a 
uniform  charge  for  the  loader  at  the  yard  of  25  cents: 

Table  10. — Cost  of  hauling  lumber  per  thousand  feet  in  the  city  of  St.  Louis. 
[Tabulated  to  show  cost  per  thousand  feet  for  full  and  part  wagonloads  on  long  or  short  hauls.] 


Time. 

Team. 

Loader 

Total 
cost. 

Load, 
2,500 
feet. 

Load, 
2,000 
feet. 

Load, 
1,500 
feet. 

Load, 
1,000 
feet. 

Load, 
500 
feet. 

lhour 

$0.50 
1.00 
1.50 
2.00 
2.50 
3.00 
3.50 
4.00 
4.50 
5-00 

$0.25 
.25 
.25 
.25 
.25 
.25 
.25 
.25 
.25 
.25 

SO.  75 
1.25 
1.75 
2.25 
2.75 
3.25 
3.75 
4.25 
4.75 
5.25 

$0.30 

.50 

.70 

.90 

1.10 

1.30 

1.50 

1.70 

1.90 

2.10 

$0.37*. 
•  62| 
.874 
1.12* 
1.37-S 
1.  624- 
1.87* 
2. 12* 
2. 37| 
2. 62* 

$0.50 
.83 
1.16 
1.50 
1.83 
2.16 
2.50 
2.83 
3.16 
3.50 

$0.75 
1.25 
1.75 
2.25 
2.75 
3.25 
3.75 
4.25 
4.75 
5.25 

$1  50 

2  hours 

2.50 

3  hours 

3.50 

4  hours 

4  50 

5  hours 

5.50 

6  hours 

6  50 

7  hours 

7  50 

8  hours 

8  50 

9  hours 

9  50 

10  hours 

10  50 
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The  dealer  in  this  instance  stated  that  the  average  haul  in  St.  Louis 
requires  about  five  hours,  which,  according  to  his  table,  would  mean 
an  average  cost  of  $1 .10  per  thousand  feet  on  full  loads.  On  less  than 
full  loads  and  on  longer  hauls  the  cost  increases  rapidly.  This  table 
brings  out  the  wide  differences  in  cost  per  thousand  feet  between 
small-lot  sales  and  large  sales.  As  in  all  city  retail  trade,  where  free 
delivery  is  main  tamed  by  the  individual  companies,  there  is  a  great 
duplication  of  costs  in  the  delivery  of  lumber.  Li  most  of  the  large 
cities  retail  yards  are  more  or  less  concentrated,  so  that  delivery 
teams  from  different  companies  commonly  traverse  the  same  routes 
with  small  loads,  when  the  entire  amount  could  be  delivered  by  one 
team  at  one-half  or  even  one-third  the  expense. 

RURAL  RETAIL  TRADE. 

Line- Yard  Operations, 
general  organization. 

The  parts  of  the  Middle  West  outside  of  the  large  cities  which  were 
canvassed  personally  are  predominantly  line-yard  territories  in  the 
States  of  Minnesota,  North  and  South  Dakota,  Iowa,  Nebraska, 
Kansas,  Oklahoma,  and  Missouri.  The  proportion  of  line  yards  in 
parts  of  these  States  is  as  high  as  85  per  cent.  In  Oklahoma  and 
North  and  South  Dakota  they  form  approximately  75  per  cent  of 
the  total  number.  Retail-lumber  distribution  through  these  highly 
specialized  line-yard  concerns  has  been  handled  by  territorial  sec- 
tions, each  governed  by  the  conditions  within  its  own  region. 

The  yards  of  Minnesota  and  North  and  South  Dakota  are  consid- 
ered as  one  unit,  and  the  costs  shown  in  that  section  represent  those 
of  an  agricultural  region  stable  in  the  east,  but  changing  westward 
to  the  newer  and  less  developed  portions  of  the  Dakotas.  The  yards 
in  Iowa  and  eastern  Nebraska  from  which  data  were  obtained  were 
grouped  into  another  unit,  representing  a  very  stable,  well-populated, 
and  developed  agricultural  region  with  more  intensive  merchandising 
problems.  The  third  unit  comprises  the  yards  in  Oklahoma,  Kansas, 
and  Missouri,  and  represents  fine  yard  distribution  in  a  well-popu- 
lated region.  Climatic  conditions  vary  somewhat  in  these  three  re- 
gions which  affect  crop  conditions  and  the  general  economic  situation. 
Tins  is  a  very  important  factor  in  the  rural  retail  business  and  exerts 
a  powerful  influence  upon  the  costs  and  profits  of  the  dealer. 

In  rural  trade,  unlike  city  trade,  delivery  is  not  an  important  fac- 
tor of  cost,  since  relatively  few  country  yards  maintain  delivery  serv- 
ice. In  towns  of  less  than  1,000  population  it  was  found  that  yards 
rarely  deliver  lumber,  and  it  is  not  common  in  towns  of  less  than 
2,500  inhabitants.  This  expense,  where  incurred  in  the  few  larger 
towns,  is  covered  in  the  item  "Labor  and  teaming/'  which  also  in- 
cludes cartage  from  car  to  yard  and  all  yard  labor  except  the  salary 
of  the  manager.  While  the  larger  line  yard  companies  often  have 
several  yards  in  the  larger  towns,  90  per  cent  or  more  of  the  yards 
studied  were  in  towns  of  less  than  2,500  population.  These  points 
serve  primarily  the  country  demand  for  lumber,  and  this  is  the  trade 
upon  winch  the  line  yards  largely  depend. 

General  offices  of  line  yard  concerns. — The  more  highly  specialized 
line  yard  offices  have  purchasing,  sales,  auditing,  credit,  traffic,  and 
architectural  departments  reporting  directly  to  the  general  manager. 
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Organization  of  specialized  line  yard  company. 


General  Office 


Line  Yard  Company 


Board  of  Directors 


President  or  General  Manager 


Purchasing  Sales  Auditing 


Credit 


Traffic  Architectural 


Purchasing- 
agent  at 
source  of 

production 


Traveling 
auditor 


Yard  manager 

The  functions  of  these  staff  departments  are  as  follows: 

Purchasing  department. — All  purchases  of  lumber,  cement,  etc., 
are  made  through  this  department,  either  under  long  or  short  term 
contracts  or  emergency  orders.  The  department  keeps  in  close 
touch  with  the  wholesale  lumber  market  and  seeks  to  anticipate 
fluctuations  in  price,  thereby  being  in  a  position  to  take  advantage 
not  only  of  price  movements  but  often  of  special  conditions  at  the 
mills.  The  saving  that  may  be  effected  by  a  margin  of  even  1  per 
cent  in  purchases  is  important  in  concerns  having  a  yearly  business 
of  $1,000,000.  The  majority  of  the  larger  concerns  believe  that  their 
savings  in  purchasing  lumber  and  its  products  through  well  organ- 
ized departments  amount  to  4  or  5  per  cent.  The  advantage  of  pur- 
chasing mill  work  in  carload  lots  and  reshipping  it  to  their  yards  on 
favorable  local  freight  rates  is  another  distinct  gain,  as  millwork 
often  comes  to  the  smaller  individual  yards  at  a  high  freight  rate. 

Sales  or  retail  department. — In  line  yard  concerns  having  no  mill 
connections  the  term  "sales  department"  is  used,  but  where  such 
concerns  are  part  of  a  manufacturing  organization  the  term  "retail 
department"  is  preferred  to  differentiate  it  from  the  general  sales 
department. 

The  sales  or  retail  department  is  vested  with  entire  control  of  the 
retail  business,  directing  its  policy,  prices,  location  of  yards,  etc.,  and 
is  responsible  for  the  net  results.  This  department  is  closely  allied 
with  the  purchasing  department,  the  latter  acting  on  its  requisitions 
or  advice.  The  sales  department  in  turn  instructs  the  auditing  de- 
partment to  rebill  the  purchases  to  individual  yards  either  at  going 
market  prices,  a  flat  rate  per  car,  a  price  which  in  their  judgment  an 
individual  dealer  would  be  obliged  to  pay,  or  an  amount  which  will 
carry  the  pro  rata  expense  of  the  general  office.  At  the  end  of  the 
year  the  cost  of  the  general  office  is  thus  borne  by  rebilling  charges 
and  the  gain  from  discounts.  Local  yards  do  not  receive  the  benefit 
of  cash  payments,  this  amount  being  absorbed  by  the  general  office. 

Rebihmg  charges  on  lumber  ranged  from  $0.25  to  $1.50  per  thou- 
sand feet,  assessed  at  a  given  rate  per  thousand  feet  or  per  car. 
The  rebilling  charges  on  shingles  ranged  from  15  to  25  cents  per  thou- 
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sand.  Lath  was  commonly  rebilled  at  a  10-cent  increase  ner  thou- 
sand, and  posts  at  one-half  cent  each.  Coal  usually  carried  a  re- 
billing  charge  of  10  cents  per  ton  or  the  difference  between  a  single 
car  price  and  the  contract  price  obtained.  These  five  commodities 
constitute  the  major  sources  of  revenue  for  the  general  office.  Mill- 
work,  hardware,  tank  and  silo  stock,  building  paper,  cement,  and 
plaster  commonly  carry  a  small  rebilling  charge.  Most  of  the  re- 
maining commodities  are  rebilled  at  cost,  although  rebilling  policies 
vary  with  the  different  companies. 

Auditing  or  comptroller's  department. — This  department  is  respon- 
sible for  the  proper  auditing  of  all  records.  Eoutine  work  at  the 
office  includes  the  checking  of  purchasing  invoices  and  daily  delivery 
tickets  from  the  unit  yards  and  keeping  such  records  as  purchase 
journals,  outstanding  accounts,  and  cash  and  sales  ledgers.  In  addi- 
tion traveling  auditors  and  superintendents  are  maintained  who  are 
responsible  for  the  accuracy  of  the  records  of  a  certain  number  of 
yards.  The  duties  of  the  traveling  representative  are  to  check  the 
records  of  each  yard  periodically  and  to  reduce  outstanding  accounts 
by  personal  visits  to  debtors.  In  the  semiannual  and  annual  inven- 
tories the  auditor  must  check  the  local  manager's  report.  In  some 
instances  the  traveling  auditor  actually  directs  the  sales  policy  of 
the  yards,  regulates  prices  for  the  commodities  sold,  and  serves  in 
the  general  capacity  of  a  superintendent. 

CredAt  department. — This  department  is  one  of  comparatively  recent 
installation  and  is  closely  allied  with  the  auditing  department  in 
that  the  field  agents  or  traveling  auditors  perform  its  duties.  The 
heavy  burden  of  outstanding  accounts  has  been  amplified  elsewhere 
as  representing  30  per  cent  of  the  investment  and  22  per  cent  of  cur- 
rent sales,  with  a  general  upward  trend.  The  development  of  highly 
speeiailized  credit  departments  and  credit  systems  has  resulted.  In 
some  instances  every  person  in  the  region,  whether  a  customer  or 
not,  is  listed,  with  his  visible  assets,  his  standing  in  the  community, 
and  the  amount  to  which  credit  may  reasonably  be  extended.  This 
is  a  most  intensive  system  but  is  said  to  have  been  worth  the  ex- 
penditure, as  it  has  materially  decreased  outstanding  accounts  and 
largely  eliminated  losses  from  bad  accounts.  This  advantage  may 
be  more  definitely  expressed  by  referring  to  the  average  costs  of  mer- 
chandizing where  losses  from  bad  accounts  have  averaged  10  cents 
per  thousand  feet.  The  decrease  in  investment  accomplished  by  a 
proper  credit  organization  is  also  apparent. 

Traffic  department. — The  function  of  this  department,  briefly,  is  to 
route  the  material  purchased  over  the  lines  having  the  most  advan- 
tageous freight  rates,  to  prevent  errors  in  freight  assessments  by  rail- 
roads, to  trace  cars  and  insure  their  delivery  with  dispatch,  to  file 
claims  for  loss  and  damage  in  transit,  etc.  This  department  is  a  most 
valuable  adjunct  of  the  business  and  its  savings  to  the  concerns  are 
often  great.  These  are  brought  about  through  expert  ability  in  the 
collection  of  excess  freight  charges  and  claims  for  overweights,  loss 
and  damage  in  transit,  misrouted  cars,  etc.,  in  addition  to  all  the 
routine  services  performed. 

Architectural  department. — This  is  the  most  recent  department  in 
line  yard  concerns  and  aims  to  advance  the  sale  of  building  supplies 
by  aiding  builders  to  erect  attractive  homes  and  farm  buildings  and 
improvements.     These  departments  handle  advertising  and  the  cir- 
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dilating  of  plans,  They  aim  to  create  a  demand  for  standard  articles 
and  sizes.  Such  a  department  is  the  most  effective  means  of  meeting 
mail-order  competition. 

The  foregoing  indicates  the  organization  of  the  most  highly  special- 
ized line  yard  concerns.  In  the  less  intensively  organized  companies 
and  those  which  have  not  the  volume  of  business  for  such  specializa- 
tion the  duties  of  the  central  staff  are  less  specific  and  credit  and 
architectural  departments  are  usually  lacking. 

LINE    YARDS   IN    MINNESOTA,    NORTH   DAKOTA,    AND    SOUTH    DAKOTA. 

In  this  section  cost  records  were  obtained  from  1,270  annual  yard 
operations  covering  the  period  from  1912  to  1915,  inclusive.  The 
compiled  averages  are  given  in  Table  1 1 .  The  companies  represented 
in  this  statement  are  among  the  strongest  line  yard  concerns  in  the 
region,  and  the  figures  should  reflect  a  high  average  efficiency  in  the 
rural  distribution  of  lumber.  The  total  volume  of  sales  per  yard 
shows  a  consistent  increase  in  the  section,  and  the  statement  for  the 
period  as  a  whole  shows  the  trade  to  be  on  a  good  financial  basis, 

Table  11. — Average  costs  of  retail  lumber  distribution  as  shown  by  1,270  annual  yard 
operations  of  line  yards  in  Minnesota,  North  Dakota,  and  South  Dakota. 

fBasis:  1912,  9  companies,  338  yards;  1913,  9  companies,  356  yards;  1914,  9  companies,  374  yards;  1915, 

5  companies,  202  yards.] 


Account  statement, 

Average 
costs  per 
yard  in 
dollars, 

total 
business, 
annual. 

Average 
prorated 
costs  per 
thousand 
feetb.  m., 
lumber 
only. 

Average 
expense 
expressed 

in  per 

cent  of 

sales, 

total 

business. 

1 

Total  investment 

$22, 397.  37 
29,065.22 
6,745.63 

$31.  24 
7.25 

23.  21 

Expense: 

Yard  operating  expense- 
Salaries  ;.. 

1,201.91 

411.  80 

292.  80 

60.03 

83.81 

21.54 

292.  92 

732.  74 

1.29 
.44 
.32 
.06 
.09 
.02 
.32 
.79 

4.13 

1.42 

Insurance,  taxes,  and  rent 

1.01 

Repairs  and  renewals 

.21 

Loss  accounts 

.29 

.07 

Depreciation  on  eq  uipment 

1.01 

2.52 

Total  yard  operating  expense 

3, 097.  55 

3.33 

10.66 

General  office  operating  expense— 

Management  salaries 

147. 11 
217.  34 
280.64 
50.  63 
146.  87 

.16 
.24 
.30 

.05 
.16 

.51 

Clerical  salaries 

.75 

Auditor's  or  superintendent's  salary  and  traveling  expense 

Rent  actually  paid 

.96 
.17 

.51 

842.59 
3, 940. 14 
2,  805. 49 
1, 343.  84 
1,461.65 
2.53 

.91 
4.24 
3.01 
1.44 
1.57 

2.90 

Total  net  operating  expense 

13. 56 

Kfet  operating  profit 

19.65 

Interest  on  investment  at  6  per  cent 

4.62 

» *  profi  t,  over  and  above  interest  on  investment  at  6  per  cent 

5.03 

Equivalent  to  12.53  per  cent  on  investment 
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Variations  in  gross  profits,   operating  expenses,   and  net  profits 
shown  by  the  various  companies  covered  the  following  extremes: 


Per  cent  of  sales. 

Item. 

1912 

1913 

1914 

1915 

Low- 
est. 

High- 
est. 

Low- 
est. 

High- 
est. 

Low- 
est. 

High- 
est. 

Low- 
est. 

High- 

est. 

21.28 

9.08 
2.16 
7.61 

29.85 

14.04 

5.15 

12.52 

19.80 

8.83 
2.05 
6.07 

29.87 

12.30 
4.74 
13.10 

21.23 

8.83 
1.79 
4.65 

28.21 

15.10 
4.64 
11.28 

21.44 

8.93 
2.51 
8  31 

26.47 

Operating  expenses: 

11.93 

3.61 

Net  profit 

11.53 

It  should  be  made  clear  that  the  variations  noted  apply  to  the 
average  costs  and  returns  shown  by  different  companies  and  derived 
from  the  combined  operations  of  their  yards.  Variations  between 
different  yards  cover  much  wider  extremes.  During  the  course  of 
the  study  yards  were  noted  operating  at  a  loss,  while  exceptional 
returns  were  as  high  as  35  per  cent. 

Subdividing  the  operating  costs  in  various  years  affords  the  fol- 
lowing comparison: 

Table  12. — Distribution  of  expense  in  thousand- feet  and  per  cent. 


1912 

1913 

1914 

1915 

Average. 

Per 
thou- 
sand 
feet. 

Per 
cent. 

Per 
thou- 
sand 
feet. 

Per 
cent. 

Per 
thou- 
sand 
feet. 

Per 
cent. 

Per 

thou- 
sand 
feet. 

Per 
cent. 

Per 

thou- 
sand 
feet. 

Per 
cent. 

Yard: 

81.34 

31.38 
10.77 
7.49 
1.41 
2.54 
.47 

8.20 
17.10 

81.30 
.44 
.32 
.07 
.07 

30.37 
10.28 
7.47 
1.64 

1.64 

$1.32 
.46 
.33 
.07 
.09 
.03 

.30 
.90 

29.86 
10.42 
7.46 
1.58 
2.04 
.68 

6.79 
20.36 

$1.20 
.41 
.28 
.06 
.09 
.02 

.31 

.65 

30.85 
10.54 
7.20 
1.54 
2.31 
.52 

7.97 
16.71 

$1.29 
.44 
.32 
.06 
.09 
.02 

.32 

_7Q 

30.42 

Labor  and  teaming 

Insurance,  taxes,  and  rent. 
F.epairs  and  renewals 

.46 
.32 
.06 
.10 
.02 

.35 
.73 

10.38 
7.55 
1.42 
2.12 

.02        .47 

.47 

Depreciation    on    equip- 

.31 

.R9, 

7.24 
19.16 

7.55 

18.63 

Total 

3.38 

79.16 

3.35 

78.27 

3.50 

79.19 

3.02 

77.64 

3.33 

78.54 

Genera]  office: 

Managerial  salaries 

.18 
.23 

.31 
.06 
.13 

3.98 
5.15 

7.26 
1.41 
3.04 

.16 
.24 

.31 
.05 
.17 

3.74 
5.61 

7.24 
1.17 

3.97 

.14 

.25 

.29 
.05 
.19 

3.17 
5.65 

6.56 
1.17 
4.30 

.17 
.21 

.30 
.06 

.13 

4.37 
5.40 

7.71 
1.54 
3.34 

.16 

.24 

.30 
.05 
.16 

3.77 
5.66 

Auditing  salaries  and  ex- 

7.08 

Rent 

1.18 

3.77 

Total 

.91 

20.84 

.93 

21.73 

.92 

20.81 

.87 

22.36 

.91 

21.46 

Total  operating  expenses. 

4.29 

100. 00 

4.28 

100.  OC 

4.42 

100.00 

3.89 

100.00 

4.24 

100.00 

The  average  annual  net  profit  realized,  expressed  as  a  percentage 
of  the  investment,  is  shown  below: 

Per  cent. 

1912 13. 10 

1913 11.  45 

1914 11.  98 

1915 14.  50 


Average. 12.  53 
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The  average  yard  investment  in  the  1,270  annual  operations 
extending  over  a  period  of  four  years  was  $22,397.37,  distributed 
as  follows: 


Item. 


Per  cent 
of  total 
invest-  • 
ment. 


Merchandise  investment 

Outstanding  accounts 

Real  estate,  improvements,  and  equipment 

Total  investment 


100.00 


The  yards  studied  carried  an  exceptionally  heavy  burden  in  out- 
standing accounts,  which  averaged  as  follows  for  the  different  years: 

Per  cent 

of  sales. 

1912 30.  40 

1913. 31.  39 

1914 31.  45 

1915 •;:• .  29.  03 


Average 30.72 

This  average  is  7.64  per  cent  greater  than  the  outstanding  accounts 
carried  by  dealers  in  Kansas,  Oklahoma,  and  Missouri,  possibly 
because  Minnesota  and  the  Dakotas  are  a  one-crop  country  with  an 
absence  of  diversified  farming  and  farm  receipts  in  different  portions 
of  the  year. 

The  approximate   of  stock  turnover  was   as  follows: 


Year. 

Mini- 
mum 

rate. 

Maxi- 
mum 
rate. 

Average 
rate. 

1912 : 

1.75 
1.80 
1.69 
2.29 

2.94 
4.05 
4.21 
3.89 

2.18 

1913 

2.64 

1914 

2.69 

1915 

2  81 

Average 

1.88 

3.77 

2.53 

Table  13. — Average  costs  of  retail  distribution  shown  by  173  annual  operations  in  Iowa 

and  Nebraska. 

[Basis:  1912,  3  companies,  34  yards;  1913,  3  companies,  34  yards;  1914,  4  companies,  83  yards;  1915,  2  com- 
panies, 22  yards.] 


Item. 

Average 
costs  per 
yard  m 
dollars, 

total 
business. 

Average 
prorated 
costs  per 
M  feet  b. 
m.,  lum- 
ber only. 

Average 
costs  ex- 
pressed 
in  per 
cent,  total 
business. 

Investment 

S21,915.63 

28, 777.  85 
6,593.99 

Bales 

$31.29 

7.17 

22.91 

Operating  expense: 

Yard  operating  expense 

H  eneral  office  expense 

3, 093.  87 
892. 11 

3.36 
.97 

10.75 
3.10 

Total  operating  expense 

3,985.98 
2, 608.  01 
1,314.94 
1,293.07 

4.33 
2.84 
1.43 
1.41 

13.  as 

Net  ODerating  profit 

19.06 

Interest  on  investment,  at  6  per  cent 

4.57 

Net  profit  over  and  above  interest  on  investment 

4.49 

Equivalent  to  11.9  per  cent  interest  on  investment. 


4049°— 18- 


34 


DISTRIBUTION    OF    SOFTWOOD   LUMBEB   Il\    MIDDLE   WEST. 


LINE    YARDS   IN   IOWA   AND   NEBRASKA. 

The  number  of  annual  operations  from  which  the  averages  for  this 
region  are  compiled  are  small  in  comparison  with  those  to  the  north 
and  south,  and  this  fact  should  be  considered  in  making  any  compari- 
sons. The  different  items  have  therefore  not  been  extended  in  as 
much  detail  as  for  the  other  groups,  but  final  averages  are  given  in 
Table  13. 

In  this  section  a  number  of  the  companies  also  handle  grain  on 
which  the  gross  margin  is  very  small,  but  this  item  was  eHminated 
from  the  calculation.     The  vearlv  variations  were  as  follows: 


Year. 

Average  gross 
profit. 

Average  operating 
expense. 

Average  net  profit. 

Per  cent 
of  sales. 

Per  thou- 
sand feet. 

Per  cent 
of  sales. 

Per thou- 
sand feet. 

Per  cent 
on  sales. 

Per  thou- 
sand feet. 

1912 

25.36 
23.44 
21.40 
24.52 

S7.97 

7.50 
6.75 
7.41 

12.79 

14.54 
13.81 
14.97 

S4.02 
4.65 
4.35 
4.52 

12.57 
8.9 
7.59 

13.95 

1913 

2.85 

1914 

2.40 

1915 

9.55  l           2.89 

-    Average 

22.91 

7.17 

13.  85 

4.33 

9. 06               2.  84 

It  will  be  noted  that  the  gross  profits  obtained  were  greatest  in 
1912  and  1915,  years  in  which  the  merchandise  appreciated  in  value 
over  the  inventory  on  account  of  increases  in  the  wholesale  price. 
In  1912  this  appreciation  was  78  cents  per  thousand  feet.  The  gross 
profit  actually  obtained  from  sales  was  $7.19  per  thousand  feet,  the 
equivalent  of  22.86  per  cent.  The  rest  was  due  to  appreciation  in  the 
value  of  stock.  Similarly  in  1915,  a  year  during  which  the  wholesale 
market  strengthened  materially,  the  gross  profit  averaged  24.52  per 
cent,  or  $7.41,  whereas  the  actual  margin  on  sales  amounted  to  $7.37 
per  thousand  feet.  In  1913  and  1914,  years  of  the  lowest  gross 
profit,  the  margins  on  sales  exceeded  the  percentages  given  but  were 
reduced  by  the  depreciation  in  value  shown  by  inventories.  In  1914, 
for  example,  the  gross  profit  actually  obtained  from  sales  was  $7.68 
per  thousand  feet,  or  24.35  per  cent;  but  when  the  average  depreci- 
ation of  92  cents  per  thousand  on  inventory  was  covered,  the  margin 
was  reduced  to  tne  lowest  of  the  period,  21.4  per  cent,  or  $6.75  per 
thousand  feet. 

For  the  173  annual  operations  the  average  investment  of  $21,915.63 
was  distributed  as  follows : 


Item. 

Value. 

Per  cent 
of  total 
invest- 
ment. 

$6,309.51 
7, 409.  67 
8, 196.  45 

28.79 

33.81 

37.40 

21,915.63 

100.00 

It  will  be  noted  that  the  percentage  represented  by  real  estate  and 
improvements  is  considerably  higher  than  in  the  Minnesota  and 
Dakota  region,  owing  to  the  fact  that  a  greater  proportion  of  the 
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yards  visited  owned  their  property  and  were  not  on  railroad  rights 
of  way  as  in  the  Northwest. 

Outstanding  accounts  carried  by  the  different  companies  varied 
from  12.2  per  cent  of  the  sales  in  rich  agricultural  regions  to  as  high 
as  53.94  per  cent  in  the  one  crop  and  grazing  sections  in  the  western 
portion  of  the  territory.  The  average  of  the  period  for  all  yards  was 
24.54  per  cent  of  the  sales.  The  average  rate  of  stock  turn  approxi- 
mated 2.62  times. 

LINE   YARDS  IN   MISSOURI,    OKLAHOMA,    AND   KANSAS. 

The  average  costs  of  distribution  at  the  yards  studied  in  these 
States  are  shown  in  Table  14.  The  volume  of  sales  per  yard  in  this 
region  shows  an  annual  decrease  during  the  three  years  for  which 
data  were  obtained,  while  the  entire  statement  shows  less  prosperous 
trade  conditions  than  in  the  two  regions  already  discussed.  The 
costs  of  merchandising  were  the  highest  of  all  the  sections  studied 
and  the  net  profits  the  lowest.  Oklahoma  is  distinctly  the  line  yard 
State  of  the  group  and  75  per  cent  of  its  yards  are  line  organiza- 
tions. Missouri  has  the  least  number  of  line  yards  of  the  three 
States,  the  proportion  being  approximately  40  per  cent  of  line  yards 
to  60  per  cent  of  individual  yards. 

Table  14. — Average  costs  of  retail  lumber  distribution  as  shown  by  1,000  annual  yard 
operations  of  line  yards  in  Missouri,  Kansas,  and  Oklahoma. 

[Basis:  1912, 10  companies,  342  yards;  1913,  8  companies,  302  yards;  1914,  11  companies,  356  yards.] 


Account  statement. 


Average 
costs  per 
yard  in 
dollars, 
total  busi 
ness,  an- 
nual. 


Average 
prorated 
costs  per 
thousand 
feetb.  m., 
lumber 
only 


Average 
expense 
expressed 
in  per 
cent  of 
sales, 
total  busi- 
ness. 


Total  investment 

Total  net  sales _. 

Gross  profit 

Operating  expense: 
Yard- 
Salaries 

Labor  and  teaming 

Insurance,  taxes,  and  rent 

Repairs  and  renewals 

Loss  accounts 

Office  supplies 

Depreciation  on  equipment 

Miscellaneous 

Total  yard  expense 

General  office- 
Management  salaries 

Clerical  salaries , 

Auditor's  or  superintendant's  salary  and  traveling  expense 

Eent  actually  paid 

Miscellaneous 

Total  general  office  expense 

Total  operating  expense 

Net  operating  profit 

Interest  on  investment  at  6  per  cent 

Net  profit  over  and  above  interest  on  investment  at  6  per  cent 

Number  of  times  stock  turned  annually  (approximate) 


$20,610.59 
21,852.  81 
5, 198. 57 


944.  84 
703. 13 
360. 08 
36.42 
91.93 
42.00 
191.  79 
566.  85 


$29.73 
7.07 


.05 
.13 
.08 
.26 
.76 


2,937.04 


214.  41 
190.55 
105.85 
53.40 
165.  31 


729.52 


3,666.56 

1,532.01 

1, 236.  64 

295.37 

1.29 


4.00 


.29 
.26 
.14 
.07 


.99 


4.99 
2.08 


23.  73 


4.32 
3.22 
1.65 
.17 
.42 
.19 
.88 
2.59 


.93 
.87 
.48 
.24 
.76 


3.33 


16.  77 

l7.02 

5.66 

1.38 


1  Equivalent  to  7.43  per  cent  on  investment. 
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The  yearly  minimuni  and  maximum  values  shown  by  the  compa- 
nies studied  were  as  follows  for  gross  profits,  net  operating  expenses, 
and  net  operating  profits : 


Per  cent  of  sales. 

Item. 

1912 

1913 

1914 

Lowest. 

Highest. 

Lowest. 

Highest. 

Lowest. 

Highest. 

Gross  profit 

20.14 
12.84 
12.23 

31.58 
19.20 
15.20 

19.00 
15.34 

.41 

27.31 

19.49 
9.14 

18.18 

14.66 

1.43 

30.97 

Operating  expenses 

Net  profit 

22.53 
15.41 

1  Loss. 

In  the  three-year  period  covered  the  average  net  profit  was  7.02 
per  cent  on  sales,  or  $2.08  per  thousand  feet. 

These  figures  represent  a  net  gain  for  the  three-year  period  of 
7.43  per  cent  on  the  investment.  The  variation  in  earnings  (per 
cent  of  investment)  during  the  years  studied  was  as  follows: 

Per  cent. 

1912 10.07 

1913 5.00 

1914 6.96 

The  average  yard  investment  in  this  section  was  $20,610.59, 
distributed  as  follows: 


Item. 


Merchandise 

Outstanding  accounts 

Real  estate,  personal  property,  and  improvements 

Total  investment 


Value. 


89, 023.  75 
5, 043.  63 
6,543.21 


20,610.59 


Per  cent 
of  total 
invest- 
ment. 


43.78 
24.47 
31.75 


100.00 


The  outstanding  accounts  were  24.47  per  cent  of  the  investment, 
equivalent  to  23.08  per  cent  of  the  sales.  Outstanding  accounts  in 
this  region  varied  from  year  to  year,  as  follows: 


Item, 

Per  cent  of  sales. 

1912            1913 

1914 

Minimum 

19.55 
23.23 
25.34 

17.42 
24.96 
20.78 

18.13 

30.27 

22.68 



The  average  turnover  shown  by  different  companies  in  this  region 
varied  from  1.29  times  to  3.08  times  a  year. 


SUMMARY    DF   LINE-YARD   TRADE. 


In  Table  15  the  data  from  the  three  regional  groups  of  fine  yards 
have  been  averaged.  This  is  not  a  mathematical  average  since  each 
section  has  been  given  equal  weight  instead  of  being  proportioned  to 
the  volume  of  business  represented. 
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Table  15. — Recapitulation  of  average  costs  of  retail  lumber  distribution  as  determined 
from  2,443  annual  yard  operations  of  line  yards  in  Minnesota,  North  and  South  Dakota, 
Iowa,  Nebraska,  Kansas,  Missouri,  and  Oklahoma  during  the  period  1912-1915, 
inclusive. 


Account  statement. 


Investment 

Net  sales 

Gross  profit 

Operating  expense: 
Yard  operating — 

Salaries 

Labor  and  teaming 

Insurance,  taxes,  and  rent.. 

Repairs  and  renewals 

Loss  accounts 

Office  supplies 

Depreciation  on  equipment. 
Miscellaneous  expense 


Total  yard  expense. 


General  office  expense- 
Management  salaries , 

Clerical  salaries 

Auditor's  or  superintendent's  salary  and  traveling  expense. 

Rent  actually  paid -■ 

Miscellaneous  expense 


Total  general  office  expense . 


Total  operating  expense 

Net  operating  profit 

Interest  on  investment  at  6  per  cent 

Net  profit  over  and  above  interest  on  investment  at  6  per  cent. 


Average 
costs  per 
yard  in 
dollars, 
total 
business, 
annual. 


$21,641.20 

26, 565.  29 

6, 179.  40 


,112.39 
551.  71 
329.  36 
50.76 
89.37 
31.24 
253.89 
673.  86 


Average 
prorated 
costs  per 
thousand 
feet  board 
measure 
lumber 
only. 


830.  75 
7.16 


1.30 
.65 
.38 
.06 
.10 
.04 
.30 


3,092.54 


136.  74 
211.83 
209. 90 
53.  48 
159.  74 


i  > 


3,864.23 
2,315.17 
1,298.47 
1,016.70 


3.62 


.16 
.25 
.24 
.06 
.19 


90 


Average 
expense 
expressed 

in  per 
cent  of 

sales, 

total 
business. 


S23. 26 


4.19 

2.08 

1.24 

.20 

.33 

.12 

.95 

2.53 


11.64 


52 


.79 
.20 


2.91 


4.52 
2.64 
1.50 
1.14 


14.55 

18.71 

4.89 

3.82 


1  Equivalent  to  10.71  per  cent  net  gain  on  investment. 

Note.— This  table  is  based  on  the  average  yards  as  determined  for  the  three  regions  (1)  Minnesota, 
North  and  South  Dakota;  (2)  Iowa  and  Nebraska;  and  (3)  Kansas,  Oklahoma,  and  Missouri.  Each  region 
was  given  equal  weight  in  the  averages  shown  above. 

From  this  table  it  will  be  noted  that  the  average  investment  shown 
for  rural  or  country  town  yards  operated  by  line  yard  companies  is 
$21,641.20,  with  average  yearly  sales  of  $26,565.29.  The  average 
gross  margin  is  $6,179.40,  or  23.26  per  cent  of  the  net  sales.  On  a 
pro  rata  basis,  this  is  equivalent  to  a  gross  margin  on  lumber  of  $7.16 
per  thousand  feet.  The  average  operating  cost  shown  is  $3,864.23 
per  yard,  or  14J  per  cent  of  the  sales,  with  a  net  operating  profit  of 
$2,315.17  per  yard,  or  8.7  per  cent  of  the  sales.  This  is  equivalent, 
to  an  average  net  return  on  the  investment  of  10.7  per  cent.  Applied 
to  lumber  on  a  proportional  basis  these  figures  amount  to  an  operating 
expense  of  $4.50  per  thousand  feet,  and  a  net  profit  of  $2.65  per 
thousand  feet.  Of  the  operating  expense  of  $4.50  per  thousand  feet, 
$3.55  is  incurred  at  the  yard  ana  95  cents  at  the  general  office. 
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A  comparison  of  the  essential  factors  of  cost  in  the  three  regions 
is  given  below: 

Table  16 — Average  factors  of  cost  In  three  regional  groups  of  line  yards. 


Item. 

Average 

per  yard,  ir 

l  dollars. 

Minnesota, 
South 

Dakota, 
North 

Dakota. 

Iowa, 
Nebraska. 

Missouri, 

Oklahoma, 

Kansas. 

§22, 3tf7. 37 

$21, 915. 63 

28,  777.  85 
6, 593.  99 

§20,610.59 
21, 852. 81 



29,065.22 
6,  745.  63 

5, 198, 57 

Operating  expense: 

3, 097.  55 
8  42.59 

3, 093.  87 
892.11 

2. 937.  04 



729.52 

Total 

3,940.14 

3, 9S5. 98 

3, 666.  56 

2. 805.  49 
12.  53 

2, 608. 01 
11.9 

1, 532. 01 

Interest  on  investment 

per  cent.. 

7.43 

Item. 


Net  sales 

Gross  profit 

Operating  expense: 

Yard  operations. 

General  office . . . 


Total 

Net  operating  profit. 


Average  per  thousand  feet  and  per  cent  of  sales. 


Minnesota  and     I       Iowa  and  Ne- 
Dakotas.  braska. 


Per 

thousand. 


Per  cent. 


Per 

thousand 


Per  cent, 


$31.24  

7.25  23.21 


$31.  29 

7. 17  ,        22.  91 


3. 33  10.  66  !  3. 36 

.91  I  2.90  ;  .97 


4.24 


13. 56 


4.  33 


10.75 
3.10 


13.  85 


Missouri,  Oklaho- 
ma, and  Kansas. 


Per 
thousand 


§29.  73 
7.07 


4,00 


3.01 


9.65 


2.  84  |  9. 06 


2.08 


Per  cent. 


23. 79 


13.44 
3.33 


16.77 


i\02 


Distribution  of  average  investment. 

Item. 

Average 
value. 

Per  cent 
distribu- 
tion. 

Per  cent 
of  sales. 

Merchandise 

$8,  052.  48  !        37.  21 
7, 127.  48           32. 93 

30.31 

Outstanding  accounts 

26.83 

Real  estate,  improvements,  and  equipment 

8,  461. 24           29.  86 

24.  32 

Total. 


21, 641.  20  i       100. 00 


81.46 


It  will  be  noted  that  the  average  operating  cost  per  yard  is  very 
similar  in  each  section.  This  fact  reflects  further  the  effect  of  volume 
of  business  upon  costs  reduced  to  a  thousand-foot  or  percentage 
basis. 

Individual  Yards. 

The  distinction  between  individual  yards  and  line  yards  has  been 
made  clear.  Sufficient  time  for  an  extensive  personal  examination 
of  the  cost  records  of  individual  dealers  in  small  towns  was  not 
available  and  the  figures  given  below  are  based  upon  reports  received 
by  mail.  The  cost  records  submitted  in  a  large  number  of  cases 
were  not  complete  or  comparable,   consequently  only  those  were 
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used  which  were  more  complete  and  clear  as  to  the  manner  in  which 
costs  were  figured.  Reports  from  88  different  yards  were  used,  and 
their  costs  based  on  the  business  transacted  during  1914. 

Seventy  per  cent  of  the  yards  were  in  towns  having  a  population 
of  less  than  3,000,  and  50  per  cent  of  the  yards  were  located  in  the 
States  of  Indiana,  Illinois,  and  Wisconsin,  where  the  individual 
yard  is  predominant  in  point  of  numbers.  The  remainder  were 
scattered  throughout  Missouri,  Kansas,  Oklahoma,  Iowa,  Nebraska, 
Minnesota,  and  the  Dakotas.  Locations  were  included  at  8  towns 
having  a  population  in  excess  of  25,000,  the  largest  being  90,000. 
It  will  be  apparent,  therefore,  that  the  average  volume  of  trade  of 
these  88  independent  dealers,  $46,654  per  yard,  exceeds  the  average 
for  yards  in  towns  of  less  than  2,500  inhabitants. 

While  the  individual  dealers  in  large  towns  are  ordinarily  close 
buyers,  those  in  the  smaller  and  more  remote  towns  who  can  not 
keep  in  close  touch  with  mill  and  market  prices  do  not,  as  a  rule, 
buy  to  as  great  advantage  as  the  line  yards,  whose  stock  is  purchased 
in  large  quantities  by  expert  buyers  thoroughly  familiar  with  market 
conditions.  Furthermore,  line  yards  effect  every  possible  economy 
in  discounting  bills,  obtaining  low  insurance  rates,  close  adjustment 
of  claims,  etc.,  for  which  they  have  a  strong  and  efficient  organiza- 
tion. The  line  yards,  as  a  rule,  by  buying  in  large  amounts,  escape 
the  customary  extra  charge  of  50  cents  per  thousand  feet  for  mixed 
cars. 

On  the  other  hand,  the  individual  dealer  in  a  small  town  does  not 
carry  the  overhead  expense  of  a  general  office,  which,  it  has  been 
shown,  amounts  to  approximately  3  per  cent  of  the  sales,  or  90  cents 
per  thousand  feet  on  the  lumber  handled.  Whether  or  not  econmies 
effected  by  the  general  office  of  a  line  of  yards  more  than  offset  its 
cost  of  maintenance  and  the  salaries  of  its  executives,  it  is  impossible 
to  say.  Ail  conditions  being  equal,  there  appears  to  be  no  reason 
why  the  individual  dealer  who  allows  himself  a  salary  comparable 
to  that  of  a  line-yard  manager  can  not  operate  as  cheaply  or  even 
more  cheaply  if  the  same  ability  is  applied  to  his  business. 

As  between  the  two  types  of  organization,  the  indefinite  personal 
factor  is  in  favor  of  the  individual  dealer.  This  is  generally  admitted 
by  line  yard  men  and  is  evidenced  by  the  policy  followed  by  some 
companies  of  giving  their  local  manager  part  interest  in  the  yard. 
The  direct  effect  of  this  factor  upon  costs  lies  in  the  interest  and 
attention  given  the  yard  business  and  the  increased  volume  of  trade 
which  the  independent  business  man  is  often  able  to  obtain  over  the 
man  hired  by  an  outside  corporation.  The  extent  to  which  this 
advantage  is  utilized,  of  course,  depends  upon  the  personality  and 
business  ability  of  the  individual  dealer. 

Gross  profit. — The  gross  profit  shown  by  the  returns  from  88  indi- 
vidual yards  ranged  from  a  minimum  of  12  per  cent  to  a  maximum 
of  40  per  cent  of  the  sales.  The  returns  from  over  60  per  cent  of  the 
total  number  of  yards,  however,  fell  between  18  and  25  per  cent. 
The  average  based  on  the  total  volume  of  business  was  20.17  per  cent 
of  the  sales.  Considering  the  great  variations  in  the  types  of  yards 
included,  however,  this  average  should  not  be  given  great  weight. 

Operating  costs. — The  total  operating  expenses  reported  centered 
between  12  and  15  per  cent,  the  average  volume  of  business  amount- 
ing to  $47,177.    A  great  range  in  the  annual  volume  of  business 
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transacted  per  yard  was  shown,  the  minimum  being  $11,000  and  the 
maximum  $184,000. 

Net  profit.- — Great  variation  was  shown  likewise  in  the  net  profit 
realized  by  the  various  yards,  ranging  from  a  loss  to  a  gain  of  16  per 
cent — in  one  case  to  a  gain  of  25  per  cent  of  the  volume  of  safes. 
The  average  for  the  88  companies  was  7.31  per  cent  of  the  sales, 
which  was  equivalent  to  a  net  return  on  the  reported  investment  of 
7.46  per  cent. 

Faemers'  Stock  Companies. 

Stock  companies  engaged  in  the  retail  distribution  of  lumber  in  the 
Middle  West  are  restricted  uniformly  to  the  country  districts.  These 
companies  are  commonly  called  "Farmers'  cooperative  companies," 
whether  operated  on  a  strictly  cooperative  basis  or  as  a  straight  stock 
company  in  which  profits  are  distributed  according  to  the  stock  held. 
Both  types  of  companies  were  studied.  It. was  found  that  with  few 
exceptions  their  stated  objects  are  similar,  in  that  they  endeavor 
to  operate  on  a  low  margin  which  will  yield  a  fair  return  on  the  capi- 
tal invested  and  a  small  surplus  to  cover  the  hazards  of  the  business. 
These  companies,  particularly  the  strictly  cooperative  organizations, 
sell  for  the  farmer  as  well  as  to  him,  endeavoring  to  obtain  better 
prices  for  the  farmer's  products  and  lower  prices  for  the  merchandise 
which  he  consumes.  Grain  is  the  largest  single  product  marketed  for 
the  farmer. 

Approximately  10  per  cent  of  the  farmers'  companies  in  the  Middle 
West  handle  lumber.  In  most  cases  it  is  carried  as  part  of  the  general 
stock  and  forms  a  relatively  small  percentage  of  the  total  business 
conducted,  although  some  companies  restrict  themselves  to  a  lumber 
and  building  supply  business  and  were,  in  fact,  organized  for  that 
purpose.  During  the  past  10  years  there  has  been  a  phenomenal 
increase  in  certain  regions  of  the  Middle  West  in  the  number  of  farm- 
ers' cooperative  companies  which  retail  lumber.  From  inquiries 
sent  to  over  3,000  companies  it  appears  that  the  number  in  1915  was 
over  live  times  that  in  1910.  This,  however,  does  not  take  into  con- 
sideration the  failures  since  1910,  which  it  was  impossible  to  de- 
termine. 

The  return  which  these  companies  seek  on  the  capital  invested 
varies,  but  commonly  ranges  from  6  to  10  per  cent.  The  results 
actually  ob tamed  in  business  practice  likewise  are  subject  to  wide 
variations,  depending  upon  the  ability  and  personality  of  the  manager 
employed,  the  support  given  the  company  by  local  farmers,  the  ability 
of  the  members  to  keep  the  organization  on  a  strictly  cooperative 
basis,  and  the  intensity  of  the  competition  which  the  company  en- 
counters. As  a  rule,  the  benefits  of  the  low  prices  at  which  these 
companies  sell  are  shared  by  the  community,  since  few  of  them 
restrict  their  sales  to  their  own  members.  The  total  membership 
of  these  companies  in  the  Middle  West,  based  on  figures  obtained  from 
secretaries  of  various  State  cooperative  associations,  is  approximately 
400,000.  In  Iowa,  the  center  of  the  movement,  the  average  mem- 
bership per  company  is  135;  in  the  other  States  it  ranges  from  80  to 
120.  Individual  companies  range  from  as  low  as  11  to  over  300 
members. 

The  data  obtained  on  the  financial  operations  of  the  farmers'  com- 
panies handling  lumber  were  limited,  due  to  the  fact  that  very  few 
of  the  companies  visited  kept  their  accounts  in  a  condensed  and  sys- 


DISTRIBUTION -OF    SOFTWOOD   LUMBER   IK    MIDDLE   WEST.  41 

tematic  manner  whereby  their  operation  could  be  clearly  analyzed 
without  prolonged  investigation.  The  figures  presented  are  not 
based  on  a  sufficient  number  of  companies  to  warrant  a  general  aver- 
age or  to  be  regarded  as  conclusive.  They  are  given  merely  as  indic- 
ative of  the  costs  of  distributing  lumber  through  these  organizations. 

Gross  profits. — The  average  volume  of  business  transacted  by  the 
farmers'  companies  which  were  studied  was  found  to  be  considerably 
larger  than  at  regular  retail  lumber  yards  in  the  country  districts. 
This  was  true  of  the  companies  which  did  not  handle  grain  as  well 
as  of  those  which  did.  Where  grain  was  handled,  the  annual  volume 
of  business  was  uniformly  high,  and  the  low  gross  margin  on  which 
it  was  conducted  caused  the  profit  on  lumber  or  any  other  class  of 
merchandise  to  lose  its  identity  in  the  records.  Lumber  in  some 
cases  formed  less  than  15  per  cent  of  the  total  sales,  and  the  average 
gross  profit  showed  a  margin  of  less  than  the  cost  of  handling  lumber 
alone.  The  figures  must,  therefore,  be  considered  for  the  business 
as  a  whole  and  not  as  applicable  to  lumber  or  any  other  one  com- 
modity. 

For  the  companies  studied  which  are  not  engaged  in  handling 
grain  the  average  gross  profit  on  the  yearly  business  centered  between 
12  and  15  per  cent  of  the  sales,  which  averaged  $52,000  per  company  in 
1914.  This  volume  of  business  was  low  compared  with  that  of 
companies  handling  grain.  These  made  a  gross  profit  ranging 
from  3.16  to  10.89  per  cent  in  1914  on  a  business  averaging  $206,000. 
As  already  noted,  lumber  formed  a  relatively  small  portion  of  their 
sales. 

In  the  selling  of  lumber  it  was  found  that  on  wagon  trade  a  gross 
margin  of  15  or  20  per  cent  above  cost  in  the  yard  was  aimed  at, 
while  on  bill  sales  and  estimates  a  gross  margin  ranging  from  10 
to  15  per  cent  was  figured.  Several  companies  were  found  which 
if  necessary  sold  estimates  on  a  margin  as  low  as  5  per  cent.  The 
result  was  that  lumber  sales  were  often  made  at  a  price  less  than 
the  cost  of  the  material  plus  the  actual  operating  costs  equitably 
borne  by  lumber,  losses  being  covered  by  profits  from  grain  or  other 
commodities  which  were  not  handled  on  so  close  a  margin.  One 
weakness  noted  in  the  farmers'  companies  was  a  failure  to  maintain 
standard  or  modern  accounting  systems  whereby  gross  margins  on 
the  different  classes  of  merchandise  or  even  upon  the  business  as  a 
whole  could  be  established. 

Operating  costs. — The  farmers'  cooperative  yard  in  point  of  invest- 
ment and  current  costs  is  comparable  with  an  individual  or  line 
yard  excepting  where  grain  is  handled,  in  which  case  the  invest- 
ment is  increased  by  the  cost  of  the  elevator  and  handling  the  grain 
business.  The  actual  cost  of  selling  and  handling  lumber  through 
a  farmers'  cooperative  yard  is  no  greater  or  less  than  through  an 
individual  or  line  yard  comparable  in  efficiency  and  volume  of 
business.  With  equal  efficiency  the  cheaper  costs  per  thousand  feet 
will  lie  with  the  company  having  the  greatest  volume  of  lumber  sales. 

To  say  that  the  average  volume  of  lumber  sales  by  farmers'  yards 
is  greater  or  less  than  the  average  volume  handled  by  individual  or 
line  yards  is  not  warranted  by  the  data  at  hand.  Furthermore, 
such  a  comparison  would  not  be  conclusive  as  to  the  possibilities  of 
cheaper  merchandising.  The  volume  of  trade  is  dependent  primarily 
upon  local  conditions  as  to  competition  and  demand  for  lumber  and 
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riot  upon  the  type  of  organization ,  although  the  latter  may  influence 
the  degree  of  competition.  In  actual  practice  in  the  country  trade 
the  volume  consideration  applies  to  the  total  sales  of  all  merchan- 
dise, since  the  greater  the  sales  the  less  the  fixed  charge  against 
each  dollar  of  merchandise  handled.  The  cooperative  companies 
handling  grain  benefit  from  the  increased  volume  of  business  carried 
by  their  investments  and  are  able  to  handle  lumber  and  side  lines  at 
a  less  fixed  charge  per  dollar  of  value.  The  same  result  has  been 
obtained  by  regular  lumber  dealers.  One  dealer  increased  his 
gross  profits  hi  1915  $8,000  by  adding  grain  to  his  business.  The 
principal  difficulty,  however,  in  combining  the  two  classes  of  business 
has  been  inability  to  obtain  managers  who  are  proficient  in  both 
gram  and  lumber  merchandising. 

The  handling  of  grain  does  not  increase  the  investment  in  propor- 
tion to  the  increase  in  the  volume  of  sales.  For  example,  the  average 
investment  of  six  cooperative  companies  handling  grain  was  approxi- 
mately $45,000.  With  yearly  sales  averaging  $200,000  per  company, 
this  was  only  23  per  cent  of  the  sales.  In  the  case  of  the  line  yards 
given  in  Table  15,  the  investment  is  87  per  cent  of  the  annual  sales. 
The  average  operating  costs  per  yard  were  approximately  $6,500,  as 
against  $3,864  for  the  line  yards.  The  direct  effect  of  the  grain  sales, 
therefore,  is  to  increase  the  volume  of  business  with  a  relative  reduc- 
tion in  operating  expenses. 

The  operating  expenses  of  these  companies  ranged  from  2  to  6 
per  cent  of  their  sales.  The  lowest  volume  of  sales  shown  by  any 
one  company  was  $113,400  and  the  highest  was  $291,366.  Owing 
to  the  low  cost  of  handling  grain,  it  would  be  manifestly  wrong  to 
assume  that  a  lumber  business  could  be  operated  on  a  margin 
approaching  the  above  percentages.  In  the  case  of  cooperative 
companies  or  farmers'  stock  companies  handling  lumber  and  build- 
ing supplies  exclusively,  the  operating  expense  centered  around  10 
per  cent  of  the  sales,  which  average  $52,315  per  company,  although 
data  were  not  obtained  from  a  sufficient  number  of  such  companies 
to  make  this  figure  reliable. 

Net  profit. — The  net  profit  shown  by  the  companies  studied  was 
subject  to  great  variation.  In  the  case  of  companies  which  did 
nothandle  grain,  the  net  gain  on  the  investment  was  with  one  excep- 
tion less  than  6  per  cent.  The  range  was  from  2.8  per  cent  to  5.3 
per  cent,  with  one  company  showing  a  return  of  6.8  per  cent.  The 
average  investment  of  these  companies  was  approximately  $34,000. 

Considerably  higher  profits  were  shown  by  the  companies  han- 
dling grain  in  addition  to  lumber  and  other  products.  For  these  com- 
panies, the  return  on  the  investment  ranged  from  5.7  per  cent  to 
15.1  per  cent,  the  majority  centering  around  10  per  cent.  Two  of 
the  companies  showed  a  higher  rate  of  gain  than  organizations  of 
their  type  ordinarily  figure  upon. 

VOLUME  OF  BUSINESS  AS  A  COST  FACTOR. 

The  volume  of  lumber  and  other  merchandise  which  a  retail  yard 
handles  monthly  or  yearly  is  an  important  factor  in  operating  cost. 
This  is  due  to  the  fixed  charges  incident  to  the  business,  which  must 
be  met  regardless  of  the  amount  of  lumber  sold.  Consequently  the 
smaller  the  volume  of  sales,  either  in  dollars  or  quantity,  the  higher 
the  cost  of  selling  per  dollar  or  per  thousand  feet.     These  fixed 
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charges  are  determined  within  broad  limits  by  the  type  of  the  business, 
The  data  collected  show  that  on  the  average  the  total  cost  of  operat- 
ing country  yards  throughout  the  Middle  West  varied  but  little  as 
between  the  three  sections,  but  that  the  average  volume  of  business 
transacted  directly  affected  the  unit  cost  of  merchandising.  In 
other  words,  broad  conditions  were  quite  similar  and  the  average 
fixed  charge  did  not  vary  greatly. 

In  order  to  ascertain  the  approximate  relation  between  costs, 
expressed  in  percentage  of  sales  and  per  thousand  feet,  and  the 
volume  of  business  transacted,  the  operating  costs  shown  by  single 
yards  and  groups  of  yards  were  platted  on  a  cross-section  sheet  in 
relation  to  their  volume  of  business,  and  a  curve  drawn  to  represent 
an  average  of  the  points  thus  established.  This  curve  is  shown  in 
figure  1.     It  is  based  on  averages  derived  from  the  actual  opera- 
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Fig  .  1.— Average  cost  of  doing  retail  lumber  business  in  per  cent  of  sales  in  relation  to  annual  volume  of 
business  transacted.     Averages  compiled  from  actual  operation  of  line  yards  in  the  Middle  West. 

tions  of  line  yards  throughout  the  Middle  West,  and  represents  the 
average  costs  shown  by  a  great  number  of  yards.  Single  yard  costs 
naturally  vary  greatly  from  these  average  figures,  although  the 
majority  follow  the  line  of  the  curve  quite  closely.  This  diagram 
brings  out  graphically  the  effect  of  the  volume  of  business  upon  the 
cost  of  retail  lumber  distribution  in  the  rural  trade,  where  fixed 
charges  are  broadly  similar  and  in  which  over  50  per  cent  of  the 
lumber  sold  at  retail  is  consumed. 

The  average  operating  cost  expressed  as  a  percentage  of  the  sales 
is  directly  indicated  by  the  intersection  of  the  curve  and  the  vertical 
and  horizontal  lines  representing  the  volume  of  sales  and  the  cost 
per  cent  respectively.  With  sales  of  $40,000  annually  the  curve 
indicates  an  operating  expense  of  between  11  and  12  per  cent,  but 
as  the  volume  of  sales  decreases  operating  costs  increase.  The 
curve  indicates  that  when  sales  total  $10,000  or  less  operating  cost3 
exceed  23  per  cent. 

The  same  relation  may  be  worked  out  readily  by  using  an  average 
selling  price  and  applying  the  values  shown  by  figure  24.     This  has 
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been  done  in  Table  17,  in  which  an  average  selling  price  of  $30.75 
per  thousand  feet,  determined  from  the  operations  on  which  the 
curve  is  based,  has  been  used. 

Table  17. — Operating  costs. 


Cost  of  merchan- 

Cost of  merchan- 

Total 

dising. 

Total 

dising. 

sales. 

Per  thou- 

sales. 

Per  thou- 

Per cent 

sand  feet 

Per  cent 

sand  feet 

of  sales. 

of  lum- 
ber. 

of  sales. 

of  lum- 
ber. 

$41,400 

11 

$3.38 

$12,300 

21 

S6.46 

34, 400 

12 

3.69 

11,200 

22 

6.77 

29,500 

13 

4.00 

10.200 

23 

7.07 

26,000 

14 

4.31 

9,500 

24 

7.38 

23',  000 

15 

4.61 

8,700 

25 

7.69 

20.800 

16 

4.92 

7,900 

26 

8.00 

18,700 

17 

5.23 

7.300 

27 

8.30 

16,800 

18 

5.54 

7,000 

28 

8.61 

15,200 

19 

5.84 

6,600 

29 

8.92 

13,700 

20 

6.15 

6,400 

30 

9.23 

The  volumes  of  trade  shown  by  city  and  country  yards  are  not 
comparable,  since  the  average  values  throughout  are  different.  The 
average  city  yard  handles  many  times  the  volume  of  the  average 
country  yard,  but  at  a  greater  cost  due  to  the  added  service  rendered 
and  the  proportionally  greater  charge  for  labor,  real  estate,  taxes, 
insurance,  etc.  Nevertheless,  volume  is  an  equally  important  factor 
in  city  yards.  In  figure  2  the  relation  of  volume  of  trade  to  operat- 
ing costs  for  a  period  of  years  is  shown  for  a  large  city  yard.  It  will 
be  noted  that  since  1910  the  volume  of  sales  has  fallen  off  practically 
50  per  cent,  while  the  total  operating  expenses  have  been  reduced 
only  43  per  cent.  This  figure  also  shows  graphically  the  gradual 
increase  in  distributing  costs  since  1902.  The  effect  of  volume  of 
trade  on  the  average  monthly  operating  costs  is  much  more  marked 
than  in  the  case  of  the  average  costs  of  the  year's  business. 

The  effect  of  volume  of  business  upon  operating  costs  per  unit  of 
merchandise  sold  appears  to  be  more  marked  in  the  case  of  country 
than  city  yards.  This  is  due  primarily  to  the  fact  that  more  han- 
dling of  lumber  is  necessary  at  city  yards,  where  one  of  the  most  im- 
portant items  of  cost  is  labor  and  teaming. 

A  large  percentage  of  the  country  yards,  furthermore,  are  one- 
man  enterprises  and  their  expenses  are  reduced  to  the  minimum  at 
which  a  yard  may  be  operated.  In  the  city  yards  an  increased 
volume  of  business  means  additional  outlays  for  labor  and  teaming, 
which  may  not  be  incurred  at  country  yards,  where  comparatively 
little  lumber  is  delivered  and  where  an  increased  volume  of  trade  up 
to  a  given  point  can  be  handled  with  slight  or  no  increase  in  the  yard 
force. 

This  problem  of  securing  a  sufficient  volume  of  sales  makes  it 
necessary  for  the  retail  lumber  dealer  in  the  smaller  towns  to  carry 
a  large  variety  of  building  materials.  A  majority  of  them  believe 
that  they  could  not  conduct  a  profitable  business  in  lumber  products 
alone:  a  sufficient  volume  of  trade  is  not  available. 
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The  average  annual  sales  per  yard  in  rural  trade,  shown  in  Table  15, 
amount  to  $26,565,  of  which  approximately  55  per  cent,  or  $15,000, 
is  of  lumber  and  lumber  products.  Using  the  average  selling  price 
of  $30.75,  this  is  equivalent  to  approximately  488,000  feet.     The 
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Fig.  2.— Division  of  expense  per  thousand  feet.    Total  expense  and  total  sales  of  a  large  city  yard  for  a 

period  of  12  years. 

average  operating  expense  per  yard  amounts  to  $3,864  and  the 
investment  to  $21,641.  If  the  average  yard  attempted  to  handle 
lumber  and  lumber  products  only,  its  operating  expenses  could  be 
reduced  but  slightly.  If  the  average  operating  expense  could  be 
reduced  to  $3,500  and  the  average  investment  to  $15,000  by  de- 
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creasing  the  stock  and  outstanding  accounts,  the  comparison  would 
stand  approximately  as  follows: 


Item. 


Investment 

Interest,  at  6  per  cent 

Operating  expenses 

Margin  reauired  to  earn  6  per  cent  on  investment 

Sales  in  feet,  488,000. 

Margin  required  per  1,000  feet: 

Ooerating 

Profit 

Total  gross  margin  required  per  1,000  feet . . 


Lumber 
exclus- 
ively. 


$15, 000. 00 

900.00 

3,500.00 

4,400.00 


7.18 
1.84 


9.02 


Lumber 

and  side 

lines,  based 

on  Table  12. 


$21,641.00 
1,298.46 
3,864.23 
5,162.69 


4.47 
1.50 


5.97 


This  comparison  is  necessarily  approximate  but  is  believed  to  be 
a  conservative  illustration.  From  a  merchandising  standpoint  the 
significant  feature  is  that  to  retail  lumber  exclusively  in  country 
districts  the  average  dealer  would  have  to  operate  on  a  gross  margin 
approximately  $3  per  thousand  feet  higher  than  at  present  in  order 
to  realize  6  per  cent  on  his  investment  unless  his  yearly  sales  of 
lumber  could  be  materially  increased.  This  higher  margin  would 
necessarily  have  to  be  obtained  by  a  corresponding  increase  in  the 
selling  price  of  lumber. 

The  effect  of  the  number  of  yards  at  a  distributing  point  upon 
operating  costs  and  the  prices  which  the  dealers  must  charge  for 
lumber  in  order  to  make  fair  returns  is  suggested  by  this  discussion. 
This  is  a  large  and  complicated  question,  involving  the  economy  of 
competition  on  one  hand  and  its  individual  and  public  benefits  on 
the  other.  The  subject  can  only  be  touched  upon  briefly,  by  point- 
ing out  the  existing  situation  in  retail  lumber  distribution  in  the 
region  covered.  That  there  are  more  retail  lumber  yards  than 
necessary  to  serve  the  public  and  yet  maintain  competitive  trade 
there  can  be  little  doubt.  That  a  less  number  of  yards  could  handle 
the  business  more  cheaply  by  transacting  a  larger  average  volume 
likewise  seems  clear. 

These  statements,  however,  necessarily  need  amplifying.  At 
many  points  there  is  only  a  reasonable  number  of  yards  and  a  fair 
volume  of  business  is  available.  On  the  other  hand,  there  is  a  larger 
number  of  points  at  which  there  are  more  yards  than  are  necessary 
or  justified  by  the  demand  to  be  supplied.  This  is  true  of  cities  as 
well  as  towns  and  villages.  Replies  from  608  dealers  throughout 
the  1 1  States  showed  that  an  average  of  over  40  per  cent  more  busi- 
ness could  be  transacted  with  their  present  investments  if  it  were 
available.  Accepting  these  estimates  as  fair,  retail  plants,  con- 
sidered broadly,  are  operating  at  only  a  little  more  than  50  per  cent 
of  their  capacity. 

Table  4  shows  that  the  Middle  West  has  a  retail  yard  for  every 
2,185  inhabitants.  This  figure  merely  indicates  the  situation  in  a 
broad  way.  In  country  towns  of  2,500  population  and  less  there  is 
a  yard  for  every  1,470  inhabitants.  At  larger  points-  the  ratio  of 
population  to  yards  increases  until  in  cities  of  over  100,000  it  stands 
at  one  yard  to  every  13,912  people.     In  order  to  exist,  city  yards 
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must  handle  a  much  larger  volume  than  country  yards;  hence  the 
different  classes  of  trade  are  not  directly  comparable.  For  each  city 
or  distributing  point  there  is  a  given  volume  of  potential  business, 
and  the  larger  the  number  of  yards  the  smaller  the  average  volume 
of  business  per  yard.  The  result  is  a  greater  charge  against  each 
dollar's  worth  of  business.  Throughout  the  country  districts  there 
are  many  small  points  at  which  there  are  two  or  more  yards  where 
one  yard  could  handle  the  business  just  as  satisfactorily  and  at  a 
lower  cost  per  unit  of  merchandise.  For  example,  in  North  and 
South  Dakota  there  are  approximately  225  towns  of  a  population  of 
500  or  less  which  have  two  or  more  lumber  yards.  In  Oklahoma 
approximately  33  per  cent  of  the  points  at  which  retail  yards  are 
located  are  towns  of  2,500  or  less  which  have  two  or  more  yards. 

It  is  safe  to  say  that  the  great  majority  of  these  points  do  not  supply 
more  business  than  could  be  handled  by  one  yard,  and  that  at  a  reduced 
cost.  Similar  conditions  prevail  in  many  large  cities,  and  statistics 
indicate  that  the  situation  is  becoming  more  intense.  The  number 
of  yards  generally  has  been  on  the  increase,  while  the  per  capita  con- 
sumption of  lumber  has  been  on  the  decrease.  Many  examples  of 
this  general  situation  might  be  cited.  The  one^  given  below  is  not 
extreme,  since  the  volume  of  sales  and  the  financial  showing 'conform 
closely  with  the  averages  for  country  trade  given  in  Table  15.  A 
town  of  1,300  population  in  Nebraska  has  two  lumber  yards.  The 
combined  business  transacted  in  1914  was  $57,109.  74,  an  average  of 
$28,554.87  per  yard.  The  average  merchandising  cost  was  approx- 
imately $5  per  thousand  feet  of  lumber,  while  the  average  net  gain 
on  the  combined  investment  of  $58,867  was  6.49  per  cent. 

The  average  cost  of  merchandising  bj  a  country  yard  having  an 
annual  trade  of  $57,000  approximates  10  per  cent.  Theoretically, 
therefore,  the  business  at  this  point  could  have  been  handled  by  one 
yard  at  a  cost  of  approximately  $3  per  thousand  feet  instead  of  $5. 
The  saving  could  have  been  given  to  the  consumer,  the  dealer  at  the 
same  time  increasing  his  net  gain  to  approximately  10  per  cent  by 
reducing  the  investment.  By  handling  the  entire  business  through 
one  yard  instead  of  two,  it  has  been  estimated  that  the  aggregate 
investment  could  be  reduced  approximately  one-third.  At  the  same 
time,  it  must  of  course  be  recognized  that  real  competition  is  neces- 
sary to  protect  the  consumer  from  overcharges. 

Many  cases  much  more  extreme  than  the  one  cited  were  noted,  and 
the  situation  is  common  in  a  greater  or  less  degree  throughout  the 
region.  From  the  dealer's  standpoint,  the  tendency  to  split  up  the 
trade  among  too  many  yards  is  undoubtedly  one  of  the  greatest 
hazards  of  the  business.  Competition  among  local  dealers  and  from 
outside  sources  may  restrict  both  the  point  to  which  prices  may  be 
advanced  and  the  volume  of  trade  which  may  be  secured.  Thus  the 
sudden  establishment  of  a  new  yard  may  wipe  out  or  seriously  reduce 
the  profits  of  an  established  dealer  or  lead  to  a  sharp  competitive 
struggle  with  its  accompanying  losses. 

Unrestrained  competition  would  tend  to  reduce  the  number  of 
retail  distributors  where  it  is  excessive  for  the  trade  to  be  supplied; 
and  the  continuance  of  a  large  number  of  yards  dividing  a  compara- 
tively small  volume  of  business  between  them  may  indicate  local 
restrictions  upon  competition  in  one  form  or  another. 
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CREDITS. 


The  problem  of  credit  is  regarded  by  many  retail  lumbermen  as 
equal  in  importance  to  that  of  volume.  The  lumber  business  through- 
out the  region  studied  is  transacted  largely  upon  a  credit  basis. 
Dealers  conducting  a  strictly  cash  business  were  noted  only  in  rare 
instances.  An  idea  of  the  burden  carried  by  the  trade  in  the  form  of 
outstanding  accounts  is  gained  from  Table  4,  which  combines  data 
for  the  year  1914  from  the  entire  region  and  from  all  classes  of  retail 
dealers.  The  amount  of  credit  carried  on  the  books  of  the  average 
yard  at  the  close  of  1914  was  $10,404.  Applying  this  average  to  the 
total  number  of  yards  in  the  region,  the  sum  carried  by  the  trade  was 
approximately  $114,121,476,  or  26.35  per  cent  of  the  sales  made 
during  the  year.  Interest  on  this  amount  at  6  per  cent  is  equivalent 
to  $6,847,288. 

It  is  believed  the  average  figures  given  on  Outstanding  accounts  in 
the  statements  presented  are  conservative  in  view  of  the  fact  that 
they  are  based  on  the  dealers'  books  at  the  close  of  the  year,  after 
special  efforts  had  been  made  to  secure  settlements  prior  to  begin- 
ning the  new  year's  business.  From  Table  4,  the  percentage  of  out- 
standing, accounts  to  the  annual  sales  and  investment  of  the  average 
yard  in  towns  and  cities  of  different  size  is  as  follows : 


Yards  at  points  v\ith  a  population  of— 

Percentage  of  out- 
standing accounts 
to— 

Total 
annual 
sales. 

Total 
invest- 
ment. 

I^ess  than  2,500 

29.17 
31.61 
23.71 

26.78 
23.69 

34.04 

2,500  to  10,030 

35.94 

10,000  to  25,000 

29.71 

25,000  to  100,000 

31.72 

Over  100.000 

31.70 

20.35 

33.03 

The  percentage  of  outstanding  accounts  to  total  sales  shown  by 
the  line  yard  and  city  yard  statements  check  the  above  figures  with 
surprising  closeness.  In  the  2,445  annual  line  yard  operations,  cov- 
ering a  period  of  four  years,  the  average  outstanding  accounts  were 
26.83  per  cent  of  the  total  sales,  while  at  the  city  yards  studied  in 
Chicago,  Kansas  City,  and  Minneapolis,  outstanding  accounts  formed 
27.09  per  cent  of  the  total  sales.  Accepting  these  figures  as  approx- 
imately correct,  the  dealers  carry  from  25  to  30  per  cent  ot  their 
sales  for  an  average  period  of  one  year.  Using  average  lumber  sell- 
ing prices  of  $30.75  per  thousand  feet  for  country  trade  and  $26.44 
per  thousand  feet  for  city  trade,  the  interest  charges  incident  to  car- 
rying credits  may  be  expressed  as  follows  per  thousand  feet  of  lumber: 


Item. 


Average  selling  price  of  lumber  per  thousand  feet 

Percentage  carried  on  books  for  average  period  of  one  year 

Equivalent  value  in  dollars 

Interest  at  6  per  cent '. 


Country 
trade. 


City 
trade. 


$30.  75 
26.83 
$8.  25 
$0.  495 


$26.  44 
27.  09 
$7.15 
$0,429 
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In  other  words,  for  every  thousand  feet  of  lumber  sold  in  the  country 
trade  the  interest  charges  resulting  from  the  extenson  of  credit 
amount,  at  6  per  cent,  to  approximately  50  cents,  and  in  the  city 
trade  to  approximately  43  cents. 

The  data  obtained  indicate  that  a  relatively  small  proportion  of 
the  transactions  in  the  retail  lumber  business  by  and  large  are  cash 
sales.  For  example,  it  was  ascertained  from  the  records  of  14  yards 
in  one  of  the  prairie  States  that  for  a  period  of  three  years  only  13 
per  cent  of  the  sales  were  cash  transactions,  credit  being  granted  in 
the  remaining  cases.  Replies  from  418  dealers  distributed  through- 
out the  entire  region  showed  an  average  of  16.1  per  cent  of  cash  sales. 
During  the  course  of  the  study  accounts  were  noted  which  had  been 
carried  as  long  as  six  years,  although  it  is  the  common  practice  for 
dealers  to  charge  off  small  accounts  on  which  hope  of  collection  seems 
futile  after  a  period  of  two  years.  The  greatest  proportion  of  the 
accounts  earned  are, -of  course,  incurred  during  the  current  year's 
business.  The  statement  given  in  Table  18,  which  is  based  upon  the 
records  of  over  65  yards  in  the  country  trade,  gives  an  idea  of  the 
length  of  time  accounts  are  carried: 


Table  18, 


-Average  of  accounts  carried  for  years  1912,  1913,  and  1914. 


Item. 


Average 
per  yard. 


Per  cent 
distribu- 
tion. 


1912. 


Accounts  outstanding,  close  of  business  1912 

Amount  carried  forward  from  1910  and  prior. 

Amount  carried  forward  from  1911 

Amount  incurred  during  1912 


1913. 


Accounts  outstanding,  close  of  business  1913 

Amount  carried  forward  from  1911  and  prior. 

Amount  carried  forward  from  1912 

Amount  incurred  during  1913 


1914. 


Accounts  outstanding,  close  of  business  1914 

Amount  carried  forward  from  1912  and  prior. 

Amount  carried  forward  from  1913 

Amount  incurred  during  1914 


S3, 899. 43 

455.  89 

268.  69 

3,174.85 


3.461.50 
555. 53 
245.  71 

2,660.26 


3,380.56 
356. 58 
398.16 

2, 625.  82 


100 
11.69 
6.89 
81.42 


100 
16.05 
7.10 
76.85 


100 
10.55 
11.78 
77.67 


Aside  from  the  greater  capital  required  for  carrying  accounts,  an 
added  cost  of  transacting  credit  business  is  the  loss  from  bad  accounts. 
By  reference  to  Tables  9  and  15  it  will  be  noted  that  the  average  loss 
from  bad  accounts  is  8  cents  per  thousand  feet  for  the  city  yards  and 
10  cents  per  thousand  feet  for  the  country  yards.  The  total  cost  of 
transacting  a  credit  business,  therefore,  if  interest  on  the  added 
capital  is  included,  is  approximately  50  cents  per  thousand  feet  in  the 
city  trade  and  60  cents  per  thousand  feet  in  the  country  trade. 

Many  methods  have  been  employed  by  different  dealers  to  reduce 
the  credit  burden.  Although  not  the  uniform  practice,  it  is  common 
for  dealers  to  grant  a  discount  of  from  2  to  5  per  cent,  in  exceptional 
cases  10  per  cent,  for  cash  or  for  a  settlement  of  the  bill  within 
fixed  date.  Interest  is  charged  on  credit  accounts  from  the  date 
incurred  in  some  cases,  but  more  commonly  after  the  expiration  of  a 
given  period. 
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GROSS  MARGINS. 

LUMBER    AND    SIDE    LINES. 


As  has  been  pointed  out,  the  stock  of  merchandise  sold  through 
retail  lumber  yards  embraces  a  variety  of  building  and  other  supplies. 
In  the  large  city  yards  this  variety  is  reduced  to  a  minimum,  with 
lumber  forming  85  to  95  per  cent  of  the  sales,  while  in  the  country 
yards  other  classes  of  merchandise  form  50  per  cent  and  more  of  the 
business  handled.  The  profit  and  loss  statements  presented  are 
based  on  the  average  of  all  stock  sold,  and  therefore  apply  to  the 
business  as  a  whole.  For  this  reason  gross  profits,  operating  expenses, 
and  net  profits,  which  are  given  as  percentages  of  the  sales,  do  not 
apply  with  strict  accuracy  to  specific  classes  of  stock.  The  actual 
gross  gain,  for  example,  varies  not  only  as  between  different  classes 
of  merchandise  but  also  on  different  species  and  grades  of  lumber. 
The  species  and  grades  sold  in  the  largest  volume  are  ordinarily 
handled  on  the  lowest  gross  margin,  and  vice  versa.  These  variations, 
as  well  as  those  applying  to  the  actual  cost  of  selling  different  classes 
of  merchandise,  have  all  been  covered  in  the  averages. 

The  species  and  grades  of  lumber  which  move  in  heavy  volume  are 
turned  often  and  can,  therefore,  be  handled  on  a  lower  gross  margin 
than  material  of  high  value,  which  is  sold  in  small  amounts  and  not 
turned  frequently.  For  example,  Kansas  City  is  predominantly  a 
yellow-pine  market,  this  species  forming  80  to  90  per  cent  of  the  lum- 
ber sold  through  the  retail  yards.  In  over  six  years'  business  of  two 
yards,  it  was  found  that  yellow  pine  was  handled  on  a  gross  margin 
of  17.10  per  cent  of  the  selling  price,  or  $4.54  per  thousand  feet, 
while  white  pine,  forming  less  than  3  per  cent  of  the  sales  in  volume, 
was  handled  on  a  gross  margin  of  28.31  per  rcent  of  its  selling  price, 
or  $15.85  per  thousand  feet.  Similarly,  cypress,  which  constituted 
less  than  6  per  cent  of  the  sales  in  volume,  was  handled  on  a  25.93 
per  cent  margin,  or  $12.61  per  thousand  feet.  Both  the  white  pine 
and  cypress  was  high-grade  material  selling  at  approximately  $50 
per  thousand  feet,  while  the  yellow  pine,  which  formed  84  per  cent 
of  the  business,  was  sold  at  an  average  of  $24.50  per  thousand  feet. 

In  Minneapolis  the  same  situation  was  found,  with  the  margins 
reversed  as  to  species.  Northern  pine  constitutes  approximately  75 
per  cent  of  the  sales  in  volume,  and  southern  yellow  pine  less  than  1 
per  cent.  Operations  were  noted  where  in  a  year's  business  northern 
pine  was  handled  on  a  $5.92  margin  per  thousand  feet,  and  southern 
pine  on  an  $ 8.54  margin.  The  average  gross  margins  shown  in  Table 
19,  which  were  taken  from  actual  operations  in  both  cities,  illustrate 
these  relations  of  volume  and  operating  margins: 
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Table  19. — Average  gross  margins  by  species. 


Place  and  species. 


Average 

selling 

price  per 

thousand 

feet. 


Gross 

gain. 

Per 

thousand 

Percent. 

feet. 

$4.54 

17.10 

9.13 

26.04 

12.61 

.25.93 

6.46 

28.07 

5.69 

11.69 

15. 85 

28.31 

5.92 

23.85 

4.62 

16.61 

5.61 

13. 24 

8.54 

21.48  J 

5.80 

21.21  ! 

1 

Percent- 
age i  of 
volume 
of  busi- 


Kansas  City,  Mo.: 

Southern  yellow  pine. 

Douglas  fir 

Cypress 

Redwood a 

Oa£ 

White  pine 

Minneapolis,  Minn.: 

Northern  pine 

Douglas  fir , 

Hardwoods 

Southern  pine 

Other  species 


$24.54 
35.  06 
48.59 
23.01 
48.65 
55.97 

24.82 
27.81 
42.37 
39.75 
27.35 


84. 04 
2.40 
5.83 
.91 
3.24 
2.67 

75.63 
13.31 

9.06 
.04 

1.96 


Miscellaneous  species  comprising  0.91  of  1  per  cent  of  the  sales  not  included. 


Siding. 


The  actual  gross  margins  on  which  different  articles  were  handled 
ranged  from  11  per  cent  on  coal  to  35  or  40  per  cent  on  such  articles 
as  lightning  rods,  molding,  etc.  In  the  few  cases  where  grain  was 
handled  the  gross  margin  was  exceedingly  low,  the  minimum  noted 
being  approximately  3  per  cent.  It  is  generally  recognized  that  grain 
can  he  handled  on  an  exceedingly  low  margin.  The  actual  margin 
on  lumber  obtained  from  concerns  which  kept  separate  records  of 
different  classes  of  merchandise  was  very  close  to  the  average  shown 
in  the  statements  already  given.  During  a  period  of  four  years,  for 
example,  the  actual  margin  on  the  lumber  handled  by  over  140  line 
yards  in  Minnesota  and  the  Dakotas  averaged  22.8  per  cent  of  the 
selling  price.  The  average  margin  on  which  all  business  was  handled 
in  the  1,270  annual  operations  represented  by  Table  11  was  23.21  per 
cent  of  the  sales. 

To  illustrate  the  varying  margins  on  which  the  different  articles 
may  be  handled,  Table  20  is  given.  The  figures  represent  the  actual 
margins  shown  by  the  books  of  the  companies. 

Table  20. — Actual  gross  profits  on  lumber  and  side  lines  at  line  yards. 
[Percentage  of  selling  price.] 


Minnesota 

and 
Dakotas.1 
Over  140 
opera- 
tions. 

Nebraska.2 
Over  30 
opera- 
tions. 

Minnesota 

and 
Dakotas.1 
Over  140 
opera- 
tions. 

Nebraska.1 
Over  30 
opera- 
tions. 

Molding 

36.8 
26.4 
23.7 
23.4 
22.8 
20.5 
20.3 
18.8 
18.1 
17.9 
17.7 
14.6 
14.1 
13.7 
13.4 
12.4 
11.9 

26.41 

26.21 

Shingles 

23.49 
23.' 89 

25.28 

Building  paper,  plaster,  and 

Lumber 

23,  46 

23  09 

Sash 

22.98 

22. 80 

Lath 

26.86 

21.75 

Brick 

20.19 

Cement 

19.90 

15.06 

19.39 

Miscellaneous  sundries 

18. 12 

Fence  wire 

17.01 

Coal 

17.41 

Tile 

Silos 

16.  95 

Salt 

16.  26 

Hard  coal 

11.73 

Lightning  rods 

42.74 
34.92 

Grain . . 

10.  97 

Glass 

'Average  1912-1915,  inclusive. 


2  Average  1914-15,  inclusive. 
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While  the  margin  on  which  lumber  is  handled  is  very  close  to  the 
average  for  the  business  as  a  whole,  it  is  the  individual  article  of 
heaviest  volume  and  yields  the  greatest  aggregate  gross  profit  of  any- 
one class  of  merchandise.  Its  weight  is,  therefore,  greatest  in  deter- 
mining the  average  margin  of  the  entire  business. 


SHINGLES.    LATH,    AXD   POSTS. 


Although  no  particular  study  was  made  of  merchandising  shingles, 
lath,  and  posts,  considerable  data  were  obtained  which  indicate  not 
only  the  actual  margins  on  which  these  forest  products  are  handled  in 
country  yards  but  also  their  average  costs  and  selling  prices.  A  com- 
pilation of  these  figures  is  given  below.  The  costs  of  merchandising 
and  the  net  profits  were  obtained  by  applying  the  average  percentage 
cost  of  merchandising  to  the  selling  prices  of  these  articles.  The 
calculation  was  the  same  as  that  used  in  the  case  of  lumber,  and 
assumes  that  it  costs  as  much  to  merchandise  SI  worth  of  shingles, 
lath,  and  posts  as  $1  worth  of  lumber  or  other  merchandise. 

From  252  annual  country  yard  operations  during  1912,  1913,  1914, 
and  1915  in  Minnesota  and  the  Dakotas  the  averages  in  Table  21 
were  compiled : 

Table  21. — Average  cost  and  selling  prices  from  252  annual  country  yard  operations. 


Item. 


Shingles, 

per 

thousand 

pieces. 


Lath, 

per 

thousand 

pieces. 


Posts, 
per 
post. 


Selling  price . 
Cost  price. . . 


13.42 
2.65 


$5.18 
4.22 


$.206 
.179 


Gross  profit 

Cost  to  merchandise. 


Net  profit . 


.46 


.027 


31 


.32 


.001 


1  Loss. 


Table  22  is  based  on  124  annual  operations  in  Iowa  and  Nebraska 
for  a  period  of  four  years: 


Table  22.- 

— Average  cost  and  selling  prices  from  124  annual  operations 

Item. 

Shingles, 

per 

thousand 

pieces. 

Lath, 
per 

thousand 
pieces. 

Posts, 
per 
post. 

Selling  price 

$3.51 
2.51 

$5.94 
4.47 

$.211 

.175 

Gross  profit 

1.00 
.49 

1.47 
.82 

.036 

Cost  of  merchandising . 

.029 

Net  profit 

.51 

.65 

.007 



DISTRIBUTION  OF  THE  RETAIL  PRICE. 


In  Table  9  it  was  shown  that  the  average  gross  profit  derived  from 
95  annual  yard  operations  in  Chicago,  Kansas  City,  and  Minneapolis 
was  21.95  per  cent  of  the  selling  price;  and  in  Table  11  the  average 
gross  profit  obtained  from  2,443  annual  operations  of  country  yards 
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in  Missouri,  Oklahoma,  Kansas,  Iowa,  Nebraska,  Minnesota,  and  the 
Dakotas  was  23.26  per  cent  of  the  selling  price.  Applied  to  lumber, 
these  are  equivalent  to  $5.80  per  thousand  feet  out  of  the  average 
selling  price  of  $26.44  obtained  at  the  cities  in  question,  and  to  $7.15 
per  thousand  feet  out  of  the  average  selling  price  of  $30.75  obtained 
in  the  country  trade.  From  these  averages  together  with  those 
obtained  from  Table  1  in  the  report  on  wholesale  distribution,  the 
following  proportion  of  the  elements  making  up  the  retail  price  of 
lumber  is  derived: 

Table  23. — Elements  making  up  the  retail  price  of  lumber. 


City  trade. 

Country  trade. 

Distribution  of  retail  price. 

Per 
thousand   Percent, 
feet. 

Per 

thousand 

feet. 

Per  cent. 

To  manufacturer 

S13. 95 

.92 

5.77 

5.80 

52.76 
3.47 
21.82 
21.95 

$15.94 
1.06 
6.60 
7.15 

51.84 

3.44 

21.46 

23.26 

26.44 

100.00 

30.75 

100.00 

This  division  is  shown  graphically  in  figure  3.     The  costs  of  whole- 
saling and  transportation  were  obtained  by  applying  the  average 


percentages  obtained  for  these  items  to  the  wholesale  price.  The 
cost  of  wholesaling  covers  only  the  selling  process  and  not  the  handling 
of  lumber  through  wholesale  yards  or  warehouses.  The  difference 
between  the  average  f.  o.  b.  mill  price  in  the  two  classes  of  trade  is 
due  to  the  generally  higher  quality  of  lumber  stocks  demanded  by 
the  country  retail  consumer. 

A  similar  distribution  of  costs  was  worked  out  for  Kansas  City, 
the  figures  being  based  upon  data  from  Table  2  in  the  Report  on 
Wholesale  Distribution  and  the  average  cost  of  retailing  in  the  opera- 
tions studied  at  that  point.  The  mill  price  and  transportation  cost 
are  actual  values  derived  from  a  compilation  of  the  prices  and  freights 
paid  on  over  17,000,000  feet  of  lumber  sold  through  three  retail 
yards,  with  the  exception  that  4.5  per  cent  of  the  wholesale  price  at 
Kansas  City  was  taken  as  the  gross  cost  of  wholesaling.  The  higher 
average  retail  selling  price  obtained  in  this  case  over  that  shown  in 
the  24  annual  operations  at  Kansas  City  is  due  to  the  fact  that  one 
of  the  three  companies  catered  to  a  special  trade  and  obtained  higher 
average  prices  than  those  generally  prevailing  in  the  business. 

Table  24. — Distribution  of  costs  shown  for  three  companies  at  Kansas  City. 


Distribution  of  retail  price. 


To  manufacturer 

To  wholesaler 

To  railroad 

To  retailer 

Average  retail  price  paid  by  consumer 


Per  thou- 
sand feet. 


$15.47 
1.00 
5.76 
5.65 


Percent. 


55.49 

3.59 

20.66 

20.26 


100.00 
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In  figures  4  and  5  the  distribution  of  the  average  retail  price  on 
specific  grades  and  dimensions  is  shown  at  Chicago,  Kansas  City, 
and  Minneapolis,  and  at  Alliance,  Nebr.  The  data  are  based  on  the 
average  prices  prevailing  at  the  points  in  question  during  1912,  1913, 
and  1914.  The  cost  of  wholesaling  is  in  each  case  4.5  per  cent  of  the 
delivered  wholesale  price  as  determined  from  previous  tables.  The 
cost  of  freight  is  based  upon  estimated  weignts.  The  sum  of  the 
amounts  taken  by  manufacturer,  wholesaler,  and  railroad,  therefore, 
represents  the  average  wholesale  price  as  determined  from  the  price 
charts.  The  total  price  paid  by  the  consumer  represents  the  average 
retail  price  similarly  determined. 
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CHICPSO-OOUGLPS   '"-/RNO.Z   CLEPrf  FLOORING.  V.  <3. 
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Fig.  4.— Distribution  of  average  retail  price  of  specific  grades  of  lumber.    (Black  portions 

imposed  by  different  factors.) 


/oo.oo 
show  charges 


It  will  be  noted  that  in  all  cases  from  15  to  45  per  cent  of  the 
final  retail  price  of  lumber  goes  to  the  railroads,  the  amount  varying 
according  to  the  freight  rate  and  class  of  material.  In  the  case  of 
yellow  pine  it  centers  between  20  and  30  per  cent  for  common  grades 
and  between  15  and  20  per  cent  on  the  grades  of  higher  value.  In 
the  case  of  common  grades  of  Douglas  fir  shipped  into  the  region 
from  the  coast  the  proportions  are  much  higher,  ranging  from  35  to 
50  per  cent.  From  20  to  30  per  cent  of  the  final  price  goes  to  the 
retailers.  The  manufacturer  receives  from  25  to  60  per  cent  and  the 
wholesaler  from  3  to  4  per  cent  of  the  consumer's  price. 
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Transportation  costs,  centering  between  20  and  25  per  cent  of  the 
retail  price,  are  practically  equivalent  to  the  cost  of  retailing.  Tak- 
ing Table  23  as  a  basis,  the  total  cost  of  distribution  in  city  trade 
is*47.24  per  cent  of  the  retail  price,  leaving  the  manufacturer  52.76 
per  cent;  21.82  per  cent  is  absorbed  by  the  railroads.  The  actual 
cost  of  wholesale  and  retail  merchandising  is  25.42  per  cent  of  the 
retail  price.  The  percentages  stand  approximately  the  same  in  the 
country  trade. 

The  effect  upon  retail  lumber  prices  of  a  local  timber  shortage,  re- 
sulting in  shifting  the  source  of  supply  to  remote  sawmills,  is  shown 
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Fig   5  -Distribution  of  average  retell  price  of  specific  grades  of  lumber.    (Black  portions  show  charges 

imposed  by  different  factors.) 

strikingly  bv  figure  6,  based  upon  the  average  yearly  price  received 
at  yards  in  Minnesota.  The  growing  scarcity  of  northern  pme  is,  of 
course,  not  the  only  cause  of  the  rising  prices  which  have  led  to 
heavy  importations  of  western  timber,  but  is  undoubtedly  a  very 
important  one. 

COMPARATIVE  COST  OF  DISTRIBUTING  LUMBER. 

A  comparison  of  the  cost  of  distributing  lumber  with  merchandising 
costs  on  other  classes  of  articles  in  daily  demand  would  be  exceed- 
ingly interesting,  although  apt  to  give  erroneous  conclusions  unless 
all  factors  surrounding  the  marketing  of  a  given  product  are  carefully 
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considered  and  weighed.  For  example,  the  cost  of  merchandising 
perishable  products  is  much  greater  than  that  of  staple  commodities 
and  such  products  are  not  comparable  with  lumber  and  other  building 
materials.  Unfortunately  the  available  data  on  the  merchandising 
costs  of  other  manufactured  articles  are  extremely  limited.  A  com- 
prehensive study  of  this  nature  was  made  by  the  Bureau  of  Business 
.Research  of  Harvard  University  on  the  retailing  of  shoes.  The 
results  of  its  work  are  given  in  publication  12,  entitled  "Object  and 
History  of  the  Bureau  with  some  Preliminary  Figures  on  the  Retail- 
ing of  Shoes."  Although  not  directly  comparable,  the  data  indicate 
that  the  retailing  of  lumber  and  other  classes  of  merchandise  sold 
through  lumber  yards  is  more  cheaply  conducted  than  the  retailing 
of  a  highly  manufactured  article  like  shoes.     The  methods  of  dis- 
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Fig.  6.— Trend  of  average  retail  price  of  lumber  at  rural  points  in  Minnesota  during  the  past  21  years  as 
shown  by  records  of  line  lumber  yard  company  operating  over  23  yards.  Averages  based  on  total  yearly 
sales  of  lumber  divided  by  total  footage  sold.  "In  1895  all  lumber  came  from  Minnesota  mills  at  transpor- 
tation cost  of  approximately  $2  per  thousand  feet.  In  1915, 52  per  cent  came  from  "West  Coast  at  trans- 
portation cost  of  from  $10  to  $12  per  thousand  f6et. 

tribution  are  very  similar,  however,  as  evidenced  by  the  following 
excerpt  from  publication  12: 

Although  compared  with  other  commodities  such  as  drugs  and  textiles,  it  (footwear) 
is  simple  in  its  variety  of  product,  nevertheless  in  its  methods  of  distribution  it  illus- 
trates practically  all  the  main  channels  from  maker  to  user.  It  passes  through  whole- 
Baler  and  retailer,  through  dealer  only,  and  direct  to  user  by  the  manufacturer's  own 
stores  and  by  mail.  For  its  retailing  we  find  all  the  main  types  of  retailer— the  retailer 
ivilh  but  one  store  and  one  commodity — footwear  only;  the  department  store  in  the  city 
and  the  general  store  in  the  country  with  many  commodities;  the  chain  store — both 
manufacturers'  and  nonmanufacturers ',  local  and  interstate,  with  a  varying  number 
of  stores  handling  footwear  only. 

The  commodity,  shoes,  is  a  staple  for  which  as  a  whole  there  is  a  fairly  calculable 
demand.  There  are  fluctuations  in  demand  caused  by  season  and  style  changes 
which  are  problems  of  distribution  more  than  of  production.  The  production  of  shoes 
has  been  fairly  well  standardized  and  is  fairly  unfluctuating.  In  other  words,  prob- 
lems of  production  are  not  so  closely  related  to  problems  of  distribution  in  the  dis- 
tribution of  shoes  as  in  the  distribution  of  some  commodities,  for  example,  food  prod- 
ucts. 
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The  <30sts  presented  are  expressed  in  percentages  of  net  sales. 
Those  given  for  gross  profit  and  total  operating  expenses  are  quoted 
below : 

GROSS   PROFIT. 

Gross  profit  so  far  encountered  ranges  from  20  per  cent  to  42  per  cent  of  the  net  sales, 
according  to  the  grade  of  goods  and  with  almost  exactly  the  same  number  above 
30  as  below  30  per  cent.  The  bureau  is  inclined  to  think  that  under  present  condi- 
tions the  typical  gross  profit  of  shoes  retailing  at  or  under  $3/50  will  be  found  to  rim 
from  23  to  25  per  cent  and  for  those  retailing  above  that  price  a  percentage  of  from  30 
to  33  is  the  type. 

Gross  profit  as  treated  above  includes  discounts. 

OPERATING   EXPENSE. 

Total  operating  expense  so  far  encountered  ranges  from  18  per  cent,  or  possibly 
a  little  less,  to  35  per  cent  of  the  net  sales  in  going  concerns.  The  figures  as  a  whole 
center  about  24  per  cent,  that  is,  about  as  many  are  above  as  below  24  per  cent,  with 
the  operating  percentages  of  medium  grade  stores  centering  around  23  and  of  higher 
grade  stores  around  27. 

Freight  and  cartage  is  not  included  in  the  above  operating-  expense  percentages, 
as  it  is  deducted  from  the  merchandise  statement.  Nor  is  interest  included,  which 
is  deducted  from  net  profit. 

The  essential  facts  in  the  distribution  of  shoes  are  summarized 
b y  the  bureau  in  Table  25 : 


Table 


-Sumimary  table  of  percentages. 


Percent- 

Percent- 
age about 

age  about 
which  a 
concen- 

Lowest 

Highest 

which 

tration 

Item. 

percent- 

percent- 

data 

is  suffi- 

age. 

age. 

center 
(not  an 
average) 

cient  to 
indicate 
a  realiz- 
able stan- 
dard. 

Gross  profit,  including  discounts 

20.0 
18.0 

42.0 
35.0 

123-25 
/      *23.0 
\     2  27.0 

Total  operating  expense,  not  including  freight  and  cartage  and 
interest. 

!20.0 
2  25.0 

Buying  expense - 

.8 

1.8 

1.1 

1  0 

Sales  force 

5.0 
.0 

10.3 
8.8 

8.0 
2.0 

7.0 

Advertising 

1.5 

Deliveries 

1.8 

14.6 

5.0 

3.0 

Interest 

1.0 

7.9 

2.5 

2.0 

1.0 

3.6 

1.8 

2  5 

Annual  sales-of  average  sales  person 

$5,000 

§16,000 

$10,000 

1  Low  grade. 

2  High  g 

rade. 

Attention  is  called  to  the  fact  that  operating  expense  does  not 
include  the  item  of  cartage,  whereas  this  was  figured  in  the  retail 
lumber  yard  statements.  The  items  covered  by  the  bureau  were 
obtained  from  the  records  of  130  retail  shoe  stores  in  large  cities. 
They  were  later  checked  without  being  materially  affected  by  returns 
from  650  stores  in  26  States.1 

While  operating  expenses  in  retailing  lumber  appear  considerably 
lower,  it  is  probable  that  this  is  largely  due  to  the  item  of  rent. 
In  the  case  of  shoes  this  centers  about  5  per  cent,  whereas  on  lumber 
sold  through  the  yards  in  Chicago,  Kansas  City,  and  Minneapolis 


1  Statements  by  Seldon  O.  Martin,  in  Report  of  Twenty-seventh  Annual  Meeting  of  the  American  Econ- 
nerican  Economic  Review,  Vol.  V,  No.  1,  Supplement,  March,  1915. 


omic  Association,  The  American 
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the  items  of  rent,  taxes,  and  insurance  aggregate  only  1.96  per  cent. 
This  is  to  be  expected  since  retail  lumber  yards  are  not  located  in 
the  main  business  districts  but  in  outlying  sections  where  land  valuea 
are  much  lower. 

A  comparison  of  the  percentages  of  the  retail  price  received  by 
manufacturers  of  shoes  and  of  lumber  respectively  brings  out  for- 
cibly the  extraordinarily  heavy  cost  of  railroad  transportation  in  the 
distribution  of  lumber.  In  the  report  of  the  American  Economic 
Association  already  referred  to  Prof.  Martin  is  quoted  as  follows: 

Forty  per  cent  of  the  price  paid  for  a  pair  of  shoes  is  consumed  in  getting  the  shoea 
from  the  manufacturer  to  the  consumer. 

He  further  stated  that  the  transportation  cost  on  shoes  "is  found 
ranging  from  0.5  to  0.8  of  1  per  cent  of  the  retail  selling  price.  Only 
on  shoes  borne  from  Massachusetts  to  California  is  this  cost  found 
reaching  2  per  cent.'"' 

ECONOMIC  SERVICE  OF  RETAIL  LUMBER  YARDS. 

The  total  per  capita  consumption  of  lumber  in  the  United  States 
in  1915  is  estimated  by  the  Forest  Service  at  375  board  feet,  of  which 
more  than  75  per  cent  is  distributed  to  the  consumer  in  small  amounts 
by  retail  yards.     The  average  sale  of  lumber  by  the  ordinary  retail 

Jrard  is  considerably  less  than  $100.  Some  retailers  placed  it  as 
ow  as  $10,  especially  in  the  country  trade.  Reports  from  781 
dealers  throughout  the  11  States  indicated  that  approximately  60  per 
cent  of  their  sales  have  been  in  amounts  of  less  than  $100.  From  the 
records  actually  reviewed  this  estimate  appears  very  conservative. 
Sales  of  lumber  ranged  from  as  low  as  10  cents  to  several  hundred 
dollars.  Further,  even  large  sales  must  often  be  delivered  to  con- 
sumers or  contractors  in  small  amounts  as  required  in  the  construc- 
tion of  buildings,  on  account  of  lack  of  storage  space  at  the  building 
site  to  prevent  exposure  to  weather,  and  for  similar  reasons;  and 
from  a  distributing  standpoint  represent  the  handling  of  small  lots. 
The  handling  and  storage  of  lumber  between  producer  and  ulti- 
mate consumer  constitute  from  20  to  25  per  cent  of  the  final  cost/ 
The  elimination  of  this  process  would  reduce  materially  the  cost  of 
lumber  distribution.  But  to  meet  the  " small  lot"  demand,  which 
forms  60  per  cent  of  the  trade,  by  direct  shipments  from  manufactur- 
ing mill  to  consumer  would  require  less  than  carload  shipments,1 
which  freight  rates  now  make  impossible  as  a  general  practice; 
Direct  shipment  of  the  total  volume  of  such  sales  would  impose 
difficulties 'upon  the  traffic  service  of  the  country,  and  would  prob- 
ably result  in  excessive  freight  charges  due  to  necessary  increases  in 
rolling  stock  and  increased  operating  expenses  incident  to  handling 
less  than  carload  movements.  Furthermore,  the  mills  would  find 
it  difficult  to  conduct  such  business  with  its  complexities  of  small 
orders,  finance,  credits,  local  deliveries,  local  competition,  and  com- 
plaints at  long  range.  And  the  consumer  of  lumber  in  small  quan- 
tities would  lose  the  benefits  of  local  service  in  such  matters  as  prompt- 
ness in  filling  orders,  delivery  to  point  of  use,  and  expert  assistance 
in  meeting  his  requirements  by  selection  from  many  kinds  of  wood 
and  other  structural  materials.  These  objections,  while  not  neces* 
sarily  conclusive,  should  not  be  overlooked  in  considering  the  exten- 
sion of  direct  distribution  from  manufacture  to  user. 
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Large  assembling  yards,  centrally  located,  could  doubtless  handle 
the  business  with  a  lower  scale  of  ireight  rates  on  less  than  carload 
shipments  to  outlying  points,  but  are  subject  to  the  same  disadvan- 
tages in  respect  to  the  local  service  demanded  by  the  public.  This 
method,  however,  does  not  eliminate  the  handling  and  storage  of 
lumber  between  mill  and  consumer,  which  from  the  data  obtained 
costs  approximately  the  same,  volume  for  volume,  in  the  country  as 
in  the  cities.  It  is,  therefore,  simply  the  application  of  large-scale 
operations  to  the  present  retailing  system.  The  method  would 
oiten  increase  costs  of  handling  from  the  additional  loading  and 
unloading  of  cars.  It  is  open  to  question  if  such  a  method  could  be 
made  more  economical  than  the  local  yard. 

This  discussion  refers  to  the  large  amount  of  lumber  demanded  in 
less  than  carload  lots.  The  retail  value  of  a  carload  of  lumber 
probably  averages  over  $500.  Sales  of  this  amount  when  all  the 
material  is  obtainable  from  one  mill  can  be  ordered  by  the  local 
dealer  and  delivered  direct  from  the  car  to  consumer.  This  class  of 
business  is  therefore  handled  on  a  closer  margin  than  yard  material 
sold  in  small  lots.  In  short,  costs  on  this  class  of  business  tend  to 
become  merely  the  charge  for  handling  the  order,  whether  it  be 
placed  with  the  local  dealer,  a  mail  order  house,  a  wholesaler,  or  the 
mill  itself,  except  where  the  local  dealer  hauls  the  lumber  from  the 
car  to  the  point  of  use. 

Considering  the  location  of  the  bulk  of  the  sawmills  with  respect 
to  the  100,000,000  lumber  consumers  throughout  the  United  States, 
together  with  the  service  demanded  by  the  average  user,  it  seems 
apparent  that  some  type  of  local  retail  yard  which  assembles  stocks 
of  lumber  from  several  producing  regions  in  carload  lots  and  provides 
time  and  place  utility  for  the  customer  is  essential  to  the  practicable 
distribution  of  the  bulk  of  the  lumber  required  in  relatively  small 
and  diversified  amounts.  As  previously  pointed  out,  retail  lumber 
units  at  the  present  time  are  too  small  in  a  great  number  of  cases 
and  there  is  too  much  duplication  of  investment  and  expense.  On 
the  other  hand,  local  yards  have  a  wide  field  for  the  development  of 
further  service  to  the  public.  They  are  not  only  distributing  lumber 
but  a  great  variety  of  other  building  supplies,  particularly  in  the 
country  districts.  This  in  itself  tends  to  eliminate  duplication  in 
distribution.  The  manufacturer  of  lumber  or  any  other  material  is 
primarily  interested  in  the  sale  of  his  own  product;  but  there  are 
many  building  materials  upon  the  market  and  the  average  consumer 
is  more  or  less  ignorant  of  the  one  best  suited  to  his  particular  re- 
quirements. The  retail  dealer  who  makes  a  technical  study  of  the 
relative  merits  of  different  structural  materials  for  different  uses  may 
occupy  the  position  of  an  unbiased  adviser  who  is  capable  of  render- 
ing a  valuable  economic  service  to  his  community. 

On  the  other  hand,  there  is  undoubtedly  a  greater  or  less  oppor- 
tunity to  eliminate  intermediate  handling  on  lumber  required  in 
larger  quantities,  by  direct  shipments  from  the  mill  to  the  consumer 
or  small  retail  yard.  The  development  of  the  "mixed  car"  trade, 
in  which  a  carload  may  be  made  up  from  every  product  of  a  mill, 
floor  joists  to  shingles,  is  an  important  factor  in  this  direction. 
Only  competition  in  the  combined  requisites  of  economy  and  service 
to  lumber  users  can  determine  the  rightful  place  of  each  method  of 
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distribution.  Obviously  trie  " classification  of  the  trade"  which 
determines  the  scope  of  each  agency  in  distributing  lumber  must 
thus  be  a  natural  one,  working  itself  out  by  unrestricted  economic 
processes. 

RETAIL  LUMBER  PRICES. 

The  lumber  industry  is  loose  and  diversified  and  manufacturers  rarely  have  a 
voice  in  determining  the  retail  price  of  their  products.  Retail  prices  are  determined 
by  the  local  dealer  or  the  line  yard  office  and  are  based  primarily  upon  the  delivered 
cost  of  the  lumber  to  them.    Transportation  is  a  large  factor.     « 

List  prices  are  seldom  a  true  index  of  the  actual  retail  prices,  which  are  subject 
to  discounts  and  varying  competitive  pressure.  List  prices  appear  subject  to  more 
frequent  changes  in  large  cities  than  in  country  districts.  Small  or  job  lot  sales 
usually  bring  substantially  higher  prices  than  large  sales  or  house  bills,  which  are 
subject  to  keener  competition  and  can  often  be  handled  at  a  lower  cost.  < 

The  average  retail  prices  obtained  by  dealers  in  Chicago,  Kansas  City,  and  Minne- 
apolis from  1912  to  1914  ranged  from  $25  to  $27  per  thousand  feet.  Average  prices 
in  rural  districts  varied  from  $29  to  $32  per  thousand.  Consistently  higher  prices 
in  the  country  appear  to  be  due  to  a  higher  average  cost  of  the  stock  and  to  larger 
gross  profits.  Slightly  higher  prices  were  reported  from  one-yard  points  than  from 
points  containing  two  or  more  yards.  ,     - 

Retail  prices  in  cities  like  Chicago  appear  to  trail  the  ups  and  downs  of  the  whole- 
sale market  quite  closely,  particularly  on  the  grades  of  lumber  in  great  demand*. 
In  smaller  towns  and  country  districts  the  fluctuations  of  the  wholesale  market  are 
reflected  in  retail  prices  to  a  less  degree.  Country  prices  seem  more  sensitive  to 
local  competition. 

The  retail  distribution  of  lumber  in  the  Middle  West  is  essentially  competitive, 
although  the  intensity  of  competition  varies  in  different  localities  and  classes  of 
trade.  Price  fixing  and  other  practices  in  restraint  of  trade  appear  to  be  local  in 
character  and  of  slight  importance  in  lumber  distribution  as  a  whole.  New  types  of 
distributors,  such  as  catalogue  houses  and  cooperative  companies,  and  other  recent 
developments  in  the  trade  have  sharpened  its  competitive  tendencies.  They  also 
appear  to  be  developing  better  methods  of  merchandising  in  which  greater  service 
to  the  consumer  is  noticeable. 

The  authentic  publication  of  retail  as  well  as  mill  and  wholesale  prices  should  go 
far  to  clear  up  the  evils  of  blind  competition,  misunderstanding  between  different 
branches  of  the  industry,  and  suspicion  and  prejudice  on  the  part  of  the  public. 

GENERAL  FACTORS. 

The  retail  price  of  lumber  represents  the  sum  of  the  gross  costs  of 
manufacture,  wholesale  merchandising,  transportation,  and  retail 
merchandising.  The  proportional  charges  imposed  by  these  func- 
tions have  already  been  indicated.  The  extent  to  which  fluctuations 
occur  in  these  gross  costs  depends  to  a  considerable  degree  upon 
competition  as  influenced  and  intensified  by  the  forces  of  supply  and 
demand.  The  retail  lumber  dealer  is  affected  directly  by  fluctua- 
tions in  mill  and  wholesale  prices  through  the  cost  of  the  lumber 
which  he  buys  and  necessarily  carries  in  stock  from  three  to  eight 
months.  His  ability  to  resell  at  a  uniform  or  stable  price,  despite 
fluctuations  in  the  wholesale  market,  depends  upon  the  competition 
which  he  has  to  meet  in  his  own  trade. 

Lumber  manufacturers,  for  the  most  part,  unlike  manufacturers  of 
many  other  products  exercise  no  restraining  influence  over  the  price 
which  the  retail  dealer  may  charge  the  consumer.  The  sale  of 
lumber  is  not  easily  adapted  to  such  a  scheme,  which  is  practically 
impossible  under  the  diversified  and  unorganized  condition  of  lumber 
manufacture  and  distribution  to-day.  The  retail  dealer  names  his 
price  independently  of  the  manufacturer.  In  the  region  studied  a 
uniform  or  standard  method  of  determining  the  retail  selling  price  of 
lumber  does  not  exist.     " Asking"  or  fist  prices  of  various  species 


62  DISTBIBUTIOX    OF    SOFTWOOD   LUMBER  IX   MIDDLE   WEST. 

and  grades  at  different  points  throughout  the  Middle  West  vary 
greatly  regardless  of  differences  in  freight  rates.  This  may  be 
attributed  in  part  to  the  lack  of  any  uniform  or  standard  cost 
accounting  system  and  to  the  diversity  in  business  policies  among 
retail  lumber  dealers. 

The  dealers  themselves  assert  that  they  desire  a  stable  market, 
and  that  fluctuations  in  price  tend  to  disrupt  their  business.  The 
more  important  consideration,  however,  is  the  element  of  speculation 
forced  upon  dealers  by  fluctuations  in  wholesale  prices  and  the  un- 
certainties thus  created,  in  competitive  retail  trade.  The  retail  dealer 
can  not  turn  his  stock  immediately,  but  must  resell  it  over  periods 
of  several  months,  He  must,  therefore,  speculate  to  a  certain  degree 
on  the  wholesale  market.  If,  for  example,  the  wholesale  price  de- 
clines S3  per  thousand  feet,  a  competitor  who  has  bought  on  the 
declining  market  may  undersell  him  at  a  profit.  In  the  city  trade 
dealers  are  able  to  buy  closer  to  the  market;  but  it  has  already  been 
shown  that  city  as  well  as  country  dealers  are  subject  to  profit  and 
loss  on  the  inventory.  The  retail  dealer,  therefore,  lists  his  lumber 
at  prices  which  if  obtained  uniformly  would  in  most  instances  net  a 
hign  rate  of  profit  but  which  afford  him  a  wide  margin  to  meet  com- 
petition and  allow  trade  discounts.  From  the  great  mass  of  cost 
and  price  data  compiled,  however,  it  appears  to  be  extremely  rare 
that  dealers  obtain  an  average  price  equivalent  to  their  list  prices. 

For  example,  a  large  line  yard  company  operating  in  Missouri, 
Oklahoma,  and  Kansas  endeavors  to  obtain  a  gross  margin  of  25  per 
cent  on  sales  at  its  yards,  but  its  records  show  less  than  20  per  cent 
during  the  period  from  1912  to  1915,  inclusive.  These  percentages 
do  not  include  the  gross  gain  on  rebilling.  The  records  of  another 
strong  company,  operating  in  Minnesota  and  the  Dakotas,  show  that 
it  failed  to  obtain  its  list  prices  by  4.8  per  cent  in  1912,  5.67  per  cent 
in  1913,  and  5=76  per  cent  in  1914.  On  lumber  selling  for  $30  per 
thousand  feet  these  percentages  are  equivalent  to  $1.44,  $1.70,  and 
$1.72,  respectively.  The  prices  actually  obtained  in  relation  to  list 
prices  are  of  course  subject  to  wide  variations  from  changes  in  the 
source  and  intensity  of  competition  and  in  general  credit  conditions 
throughout  the  territory  in  which  the  company  operates. 

The  retail  trade  is  roughly  divided  into  two  classes  of  sales.  The 
first,  commonly  called  " retail  sales"  or  "wagon  trade,"  are  the  small 
transactions  arising  from  the  current  demands  of  the  community  for 
small  job  work  and  repairing.  They  are  either  of  a  noncompetitive 
nature  or  are  made  under  less  intense  competition  than  the  large 
sales.  In  rural  communities,  for  example,  a  farmer  may  drive  to  the 
nearest  lumber  yard,  make  a  small  purchase,  and  depart  without 
questioning  the  price.  In  the  larger  cities  the  consumer  may  order 
such  material  over  the  telephone  without  special  consideration  of  the 
price.  Competition,  however,  may  be  injected  into  this  class  of  sales 
by  the  consumer  pricing  material  at  several  different  yards  before 
placing  his  order.  On  this  class  of  business  the  retailer  as  a  rule 
adheres  as  closely  to  his  list  prices  as  possible,  taking  into  consid- 
eration whether  or  not  the  customer  has  a  reputation  for  quick  or  slow 
pay,  whether  he  has  obtained  quotations  from  another  yard  or  a 
mail-order  house,  the  amount  of  his  purchase,  etc.  Instances  were 
noted  where  the  list  prices  were  well  exceeded. 
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The  number  of  "wagon  trade"  or  small  sales  at  the  average  retail 
yard  is  large,  but  the  total  volume  sold  in  this  manner  is  often  small. 
This,  however,  is  a  variable  factor  and  may  range  from  10  to  60  per 
cent,  in  some  cases  to  75  or  85  per  cent,  depending  upon  the  nature  of 
the  trade  in  the  community.  In  point  of  number  of  sales  made  or 
consumers  served,  however,  the  price  tickets  reviewed  indicated  that 
outside  the  large  cities  75  to  85  per  cent  were  small  sales. 

The  second  broad  class  of  retail  trade  is  that  commonly  termed 
''estimates/'  "bill  sales,"  or  "contract  business."  These  are  the 
larger  sales  such  as  house  bills,  special  contracts,  etc.,  which  are  made 
usually  upon  competitive  quotations  or  at  fixed  discounts  to  contrac- 
tors and  carpenters  who  are  in  the  habit  of  dealing  exclusively  with 
one  concern.  The  building  contractor  and  carpenter,  as  already 
pointed  out,  are  the  principal  customers  of  the  retail  dealer  in  that 
they  buy  lumber  and  other  material  for  the  builder,  who  in  the  great 
majority  of  cases  exercises  no  voice  as  to  where  the  goods  shall  be 
bought.  The  usual  custom  is  for  the  contractor  to  bid  on  the  basis  of 
the  cost  of  materials  and  labor  required  and  then  submit  an  estimate 
to  different  lumber  dealers  for  competitive  figuring.  These  bills  are, 
as  a  rule,  quoted  at  a  lump  price  representing  the  lowest  figure  at 
which  the  dealer  will  furnish  all  the  material  specified.  It  is  not  at 
all  uncommon,  however,  for  contractors  to  deal 'exclusively  with  one 
dealer,  who  grants  liberal  discounts  and  credit  and  upon  whose 
material  and  service  they  can  rely. 

The  methods  of  figuring  on  biUs  submitted  for  competitive  quota- 
tions vary  greatly.  Some  dealers  add  to  the  total  cost  of  the  material 
the  percentage  which  in  their  judgment  is  necessary  to  obtain  the  bill 
and  yet  yield  a  profit.  Others  determine  their  price  by  adding  a 
given  percentage  to  the  estimated  replacement  value  of  the  stock  at 
the  time.  The  common  practice  noted  was  to  add  10  or  20  per  cent, 
although  bills  are  often  figured  at  less  than  10  per  cent,  especially 
when  the  replacement  value  is  used  as  a  basis.  Still  other  dealers 
discount  the  fist  prices  of  the  material  by  varying  percentages.  The 
prices  at  which  these  sales  are  made,  as  shown  by  the  data  obtained, 
are  considerably  lower  than  those  received  for  wagon  trade.  Bills 
aggregating  one  or  more  cars  of  lumber  which  can  be  ordered  from  the 
mill  and  delivered  direct  to  the  consumer  are  subject' to  low  margins, 
especially  under  intense  competition.  Instances  were  found  where 
estimate  business  was  handled  at  a  loss,  either  for  the  sake  of  its  vol- 
ume or  for  the  satisfaction  of  taking  the  business  from  a  competitor. 
In  many  cases,  however,  this  is  probably  due  to  ignorance  on  the  part 
of  the  dealer  as  to  his  actual  costs  of  doing  business. 

"Estimates"  or  "bill  trade"  constitute  the  most  highly  competitive 
business  of  the  retail  dealer.  In  the  smaller  towns  these  bills  are 
often  figured  on  not  only  by  local  dealers  but  by  dealers  in  adjoining 
towns  and  by  mail-order  houses.  Some  cases  were  noted  where 
wholesalers  in  the  larger  cities  compete  for  this  business  in  outlying 
towns.  Because  of  these  various  sources  of  competition,  the  retail 
buyer  who  has  a  carload  order  to  place  commonly  obtains  quotations 
from  mail-order  houses  and  outside  dealers  before  submitting  the  bill 
to  local  dealers,  using  the  outside  quotations  to  force  down  local  prices. 
Thus  a  one-yard  point  where  the  dealer  apparently  has  no  competi- 
tors usually  has  this  outside  competition  to  meet.     It  is  often  very 
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keen  between  dealers  in  adjoining  towns  to  which,  farmers  can  drive 
with  about  equal  convenience,  although  retail  organizations  have 
frequently  attempted  to  eliminate  this  kind  of  competition  by  classi- 
fications of  the  retail  trade  or  allotments  of  distributing  territory. 

A  marked  difference  in  the  average  price  obtained  was  found  to 
exist  in  the  two  classes  of  trade  described.  This  is  illustrated  by  the 
comparison  given  in  Table  26,  based  on  actual  sales  made  by  two 
companies : 

Table  26. — Average  price  obtained  by  different  classes  of  trade. 


Month  (1914). 

Large  city   yard, 
average  price  re- 
ceived, all  lum- 
ber    sold,     per 
thousand  feet. 

Small     country 
yard,  aver  ago 
price  received  for 
No.  1,  dimension 
2  by  4  (12  to  16 
feet),  Douglas  fir, 
per      thousand 
feet. 

Esti- 
mates 
only. 

Estimate 
sales  ex- 
cluded. 

Esti- 
mates 
only. 

Estimate 
sales  ex- 
cluded. 

Januarv . 

$23.00 
35.16 
24.10 
23.53 
25.49 
26.24 
26.41 
27.03 
27.93 
25.56 
25.09 
26.00 

-S31. 09 
30.48 
29.20 
30.42 
29.79 
31.54 
30.00 
29.57 
30.62 
29.58 
29.72 
27.36 

$30.00 

February 

30.00 

127.00 
27.00 
27.50 

30.00 

April 

30.00 

30.00 

June 

30.00 

July 

30.00 

Auerust 

30.00 

Serjt  ember 

27.75 
27.00 

30.00 

October 

30.00 

November 

29.00 

December 

Average 

25.35  j        29.99 

27.20 

29.91 

These  two  cases  probably  represent  the  extremes — a  large  yard  in 
a  city  of  over  250,000  people,  in  which  there  are  many  yards  and 
keen  competition  for  business  and  where  estimates  are  figured  very 
closely,  and  a  small  country  yard  in  a  farming  community  where 
competition  is  less  keen,  with  but  one  yard  in  the  town,  and  where 
estimate  sales  are  few.  In  the  latter  case  the  number  of  estimates 
constituted  only  4.2  per  cent  of  the  total  number  of  sales,  but  49 
per  cent  of  the  lumber  of  all  grades  sold  at  the  yard  during  the  year. 
The  differences  in  the  average  prices  received  by  the  city  yard  in  the 
two  classes  of  trade  were  of  course  influenced  by  the  assortment  of 
stock  sold  in  each,  since  the  figures  are  based  on  the  total  feetage 
and  price  of  all  lumber  sold  monthly;  but  they  serve  to  indicate  the 
margin  which  may  exist  between  the  two  classes  of  sales.  In  point 
of  relative  profits,  the  country  yard  made  8  per  cent  on  its  invest- 
ment, while  the  city  yard  earned  approximately  6  per  cent. 

If  the  points  studied  are  representative  of  the  trade  as  a  whole, 
list  prices  can  not  be  taken  as  the  actual  or  average  prices  received 
for  lumber  by  the  retail  dealer.  The  prices  at  which  the  dealers 
whose  sale  tickets  were  examined  sold  their  lumber  varied  greatly. 
Sales  by  the  same  dealer  dropped  in  some  instances  to.  15  or  20  per 
cent  below  the  list  prices.  For  example,  the  sales  of  a  yard  in 
Dakota  where  competition  is  considered  very  keen  averaged  over  a 
period  of  several  months  5  per  cent  below  the  list  prices  on  small 
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sales  and  18  per  cent  below  on  estimates.  This  variation  character- 
ized all  price  records  examined,  although  the  prices  at  one-yard 
points  did  not  appear  so  irregular  as  at  points  where  there  were  two 
or  more  yards.  The  small  sales  followed  list  prices  as  a  rule  and  in 
some  months  equaled  them  in  every  case,  while  the  bill  sales  or  esti- 
mates, when  plotted,  ranged  below  the  list  prices  with  no  uniformity 
as  to  margin,  indicating  that  the  material  was  usually  sold  at  a  price 
made  specifically  to  obtain  the  business. 

The  average  prices  received  monthly  or  yearly  by  the  dealers  vary 
considerably  on  account  of  the  foregoing  conditions  and  the  varying 
proportions  of  different  priced  lumber  sold.  In  figure  7  are  shown 
the  average  monthly  prices  received  for  specific  grades  and  sizes  by 
a  yard  in  North  Dakota,  in  small  sales  and  large  sales  separately. 
The  average  price  indicated  is  only  approximate,  since  it  is  based  on 
the  proportion  of  large  and  small  sales  during  the  entire  period  rather 
than  in  each  month.  The  data  bring  out,  however,  the  varying 
range  between  the  prices  at  which  small  and  large  sales  are  made 
and  the  effect  of  the  volume  of  business  upon  the  average  price 
received  for  a  specific  grade  of  material. 

List  prices  are  not  changed  frequently  as  a  rule,  particularly  in 
the  smaller  towns.  Some  dealers  prepare  a  new  list  annually;  others 
when  the  wholesale  market  rises  or  falls  a  stipulated  amount,  as  $1 
or  $2  per  thousand  feet;  still  others  maintain  the  same  list  for  several 
years.  Line  yard  companies  often  issue  lists  applicable  to  all  of  their 
yards  or  to  particular  groups  of  yards,  depending  upon  the  kind  of 
lumber  carried  in  stock  and  the  location  of  the  yards  with  respect 
to  freight  rates.  In  some  of  the  Middle  Western  States  the  same  list 
prices  must  be  quoted  by  a  line  yard  company  at  all  yards  within 
the  State  under  the  requirements  of  State  laws. 

In  regions  in  which  freight  rates  from  producing  points  are  fairly 
uniform  the  same  list  prices,  especially  on  grades  moving  in  the 
greatest  volume,  are  often  used  by  a  large  number  of  dealers.  No 
standard  practice  is  followed  in  the  territory  studied,  it  being  largely 
a  matter  of  judgment  or  policy  and  of  competition.  The  fact,  how- 
ever, that  a  dealer  in  a  small  town  does  not  change  his  list  prices  is 
no  indication  that  the  average  price  received  monthly  or  yearly 
remains  the  same.  This  depends  upon  the  month's  or  year's  busi- 
ness and  the  prices  at  which  the  dealer  actually  sells  in  order  to 
obtain  the  required  volume  of  trade.  List  prices  are  changed  oftener 
in  the  larger  cities,  since  diversified  competition  makes  it  necessary 
for  dealers  to  follow  fluctuations  in  the  wholesale  market  more  closely 
than  in  the  country. 

It  has  already  been  shown  that  the  costs  incident  to  the  movement 
of  lumber,  even  of  similar  species  and  grades,  from  mills  to  local  dis- 
tributing and  consuming  points  vary  greatly.  Transportation  is  the 
largest  variable  in  the  cost  of  lumber  to  different  retail  dealers. 
Many  articles  like  shoes,  clothing,  certain  brands  of  food,  etc.,  are 
sold  throughout  the  United  States  at  standard  prices  regardless  of 
the  distance  from  point  of  manufacture  and  variations  in  freight 
rates.  This  is  possible  because  the  articles  are  not  of  great  weight 
and  the  cost  of  freight  is  an  insignificant  part  of  their  final  price. 
Variations  in  freight  rates  on  lumber,  however,  impose  such  great 
and  unequal  charges  that  it  must  necessarily  be  priced  to  the  dealer 
4049°— 18 5 
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at  any  given  point  on  the  basis  of  the  freight  rate  to  that  point. 
Although  dealers  follow  no  common  standards  or  uniform  methods 
in  fixing  their  retail  prices,  the  starting  point  is,  of  course,  the  deliv- 
ered cost  of  the  material.  It  therefore  follows  that  retail  prices  at 
different  points  throughout  the  country  must  vary  broadly  according 
to  the  f.  o.  b.  cost  of  lumber  to  the  dealer. 

Considering  the  Middle  West  as  a  whole,  however,  the  average 
retail  cost  of  lumber  to  the  consumer  does  not  vary  as  greatly  as 
might  be  expected.  Freight  rates  from  the  main  producing  regions 
permit  the  movement  of  lumber  into  the  Middle  West  in  the  greatest 
volume  from  the  South,  North,  and  West,  and  the  competition  of 
these  regions  in  supplying  the  retail  market  tends  to  have  an  equal- 
izing influence  upon  prices. 

In  Kansas  City,  Chicago,  and  Minneapolis  the  companies  whose 
records  were  examined  obtained  the  following  average  prices  per 
thousand  feet  for  their  lumber. 


Place. 

1912 

1913 

1914 

Average. 

$25. 40 
24.93 
24.50 

$28. 93 
28.17 
27.13 

$24.50 
26.30 
24.77 

$27. 15 

26.77 

25.41 

These  figures  are  not  directly  comparable,  since  variable  factors 
enter  into  each,  such  as  transportation  costs,  differences  in  the 
species  handled,  varying  assortments  and  proportions  of  stock,  etc. 
They  do  serve,  however,  as  an  indication  of  the  average  retail  cost 
of  lumber  at  these  three  large  cities. 

It  will  be  noted  that  the  prices  at  Kansas  City  are  lower  than  at 
Chicago  or  Minneapolis.  This  may  be  explained  by  the  differences 
in  freight  tariffs  and  species  handled.  The  Chicago  retail  trade 
handles  a  greater  variety  of  species.  Minneapolis  is  a  northern  pine 
market.  Its  lumber  comes  in  under  a  low  freight  rate,  but  is  higher 
priced  on  the  average  than  southern  pine.  On  the  other  hand, 
Douglas  fir  enters  the  Minneapolis  retail  market  in  small  quantities 
on  the  high  freight  rate  of  45  cents  per  hundredweight. 

The  average  prices  obtained  by  different  companies  in  the  same 
city  naturally  show  marked  variations,  due  to  different  classes  of 
stock  handlea  and  differences  in  the  dealers'  ability. 

The  higher  returns  in  1913  appear  to  be  accounted  for  by  the  rise 
in  wholesale  prices  during  the  latter  part  of  1912  and  the  early  part 
of  1913.  These  are  of  course  related  in  turn  to  changes  in  general 
business  conditions  which  strengthened  the  demand  for  lumber. 

The  average  retail  price  shown  by  the  1,000  annual  operations  of 
yards  in  Missouri,  Oklahoma,  and  Kansas  during  the  period  from 
1912  to  1913,  inclusive,  was  $29.73  per  thousand  feet.  This  figure 
is  approximate  only,  since  the  companies  did  not  keep  their  lumber 
sales  separate  from  their  total  sales.  It  was  obtained  by  ascertaining 
the  average  cost  of  lumber  to  the  dealers  per  thousand  feet.  The 
records  ot  the  various  companies  show  this  to  be  $22.66.  The 
gross  profit  of  23.79  per  cent  on  their  sales  was  then  converted  to  a 
gross  profit  on  the  cost  of  merchandise,  and  this  percentage,  which 
amounted  to  31.22,  was  applied  to  the  average  cost  price.  This 
calculation  assumes  that  the  gross  profit  was  the  same  on  all  mer- 
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chandise  sold,  a  method  which  is  not  strictly  correct  but  is  con- 
sidered sufficiently  accurate  for  practical  purposes.  It  should  be 
borne  in  mind  that  these  three  States  are  essentially  yellow-pine 
markets  favoiably  located  in  point  of  transportation  from  the  pine 
manufacturers.  Parts  of  both  Missouri  and  Oklahoma,  in  fact,  are 
in  the  southern  pine  belt. 

The  average  price  received  by  the  line  yards  studied  in  Minnesota 
and  the  Dakotas,  as  shown  by  1,270  annual  operations  covering  the 
period  from  1912  to  1915,  inclusive,  was  $31.24  per  thousand  feet. 
This  figure  is  based  primarily  upon  records  of  the  actual  footage 
sold  and  prices  obtained.  The  average  prices  per  thousand  feet 
received  yearly  were  as  follows: 

1912 $30.89 

1913 31.74 

1914 31.76 

1915 30.58 

Average 31.  24 

The  average  price  received  as  shown  by  the  books  of  companies 
which  kept  a  record  of  the  total  footage  sold  and  the  total  price 
obtained  was  $31.22  per  thousand  feet  during  the  period  from  1912 
to  1915,  inclusive.     These  figures  are  shown  in  more  detail  in  Table  27. 

Table  27. — Average  retail  prices,  yards  in  Minnesota  and  the  Dakotas. 


Total  sales  of  lumber. 

Average 
price  re- 

Year. 

In  board  feet. 

In  dollars. 

ceived  per 

thousand 

feet. 

1912   

61,624,395 

70,914,444 

105, 114, 848 

75,381,706 

$1,879,781.27 

2.265,532.51 
3.323,375.86 
2.304,773.68 

S30.50 

1913 

31.94 

1914 

31.64 

1915      

30.57 

Total 

313,035,293      »: 773. 463. 32 

31.22 

These  figures  cover  the  lumber  distributed  in  468  annual  yard 
operations  at  various  points  throughout  Minnesota  and  the  Dakotas. 
The  principal  lumber  handled  in  these  yards  was  northern  pine  and 
Douglas  fir.  The  average  price  shown,  it  will  be  noted,  substantiates 
very  closely  the  figure  given  for  all  the  yards  from  which  data  were 
obtained  in  the  territory. 

While  average  selling  prices  were  not  obtained  from  a  large  number 
of  yards  in  Nebraska  and  Iowa,  the  data  collected  indicate  prices 
close  to  those  prevailing  in  Minnesota  and  the  Dakotas.  The  average 
prices  per  1,000  feet  received  by  19  yards  distributed  throughout 
the  territory  were  as  follows: 

1912 : '. $31. 45 

1913 31. 98 

1914 31. 53 

1915 30. 54 

Average 31.36 

The  principal  species  carried  in  the  retail  yards  in  these  two  States 
are  southern  pine  and  Douglas  fir;  the  former  predominates  in  Iowa 
and  eastern  Nebraska,  and  the  latter  in  western  Nebraska.  Freight 
rates  on  southern  pine  range  from  24  to  50  cents  per  100  pounds,  and 
on  Douglas  fir  40  to  55  cents. 
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The  figures  indicate  that  the  average  f.  o.  b.  cost  of  lumber  to  the 
dealers  in  each  of  these  regions  was  nearly  the  same. 


Region. 

1912 

1913 

1914 

1915 

Average  buying  price  per  thousand  feet,  Nebraska  and  Iowa 

§23.96 
23.32 

§25. 57 
24.65 

$23.10 
24.43 

823.27 

Average  buying  price  per  thousand  feet,  Minnesota  and  Dakota 

23.52 

These  prices  apply  to  points  of  different  size  and  varying  sets  of 
conditions  over  broad  regions.  The  majority  of  the  distributing 
points,  however,  are  country  towns  or  so-called  country  yards.  They 
include  one-yard  points,  two-yard  points,  etc.,  up  to  several  towns  of 
25,000  population  or  over  in  which  there  are  six  or  more  yards.  Con- 
sidering the  preponderance  of  small  towns,  the  data  should  be  a  fair 
index  to  the  average  retail  cost  of  lumber  under  the  usual  conditions 
of  country  trade.  It  should  be  borne  in  mind,  however,  that  prices 
vary  greatly  between  different  points  in  the  same  region,  and  the 
reader  is  cautioned  against  the  conclusion  that  the  average  prices 
given  can  be  applied  with  accuracy  to  specific  localities.  To  illustrate 
the  extent  to  which  average  prices  at  different  points  in  the  same 
region  may  vary,  Table  28,  based  on  actual  lumber  sales,  is  inserted. 

Table  28. — Average  price  received  per  1,000  feet  determined  from  total  sales  of  lumber 

and  total  feetage  sold. 


No. 

Yard. 

Popula- 
tion of 
point 
less 
than— 

Total 
number 
of  yards 
at  point. 

Average 

price 
received 
per  1,000 
feet,  1915. 

No. 

Yard. 

Popula- 
tion of 
point 
less 
than— 

Total 
number 
of  yards 
at  point 

Average 

price 
received 
per  1,000 
feet,  1915. 

1 

2 
3 

Nebraska 

Nebraska 

300 
300 
100 
200 
400 
300 
100 
100 

1 

1 
1 
1 

1 
1 
1 
2 

$31.09 
31.53 
31.07 
33.65 
31.02 
32.20 
30.57 
29.79 

9 
10 
11 
12 
13 
14 
15 

Nebraska 

Nebraska 

South  Dakota 

Nebraska 

Nebraska 

Nebraska 

Nebraska 

350 
400 
400 
100 
800 
3,100 
2,500 

2 
2 
2 
2 
2 
3 
4 

$33.39 
34.36 
28  60 

4 
5 
6 

7 
8 

Nebraska 

Nebraska 

South  Dakota 

Minnesota 

Nebraska 

29.79 
30.44 
27.69 
30.04 

AVERAGE  PRICES  AT  ONE-YARD  POINTS. 


Average  prices  obtained  at  a  number  of  one-yard  points  are  given 
in  the  preceding  table.  In  the  table  given  below  a  comparison  is 
made  between  the  average  price  received  at  a  number  of  one-yard 
points  and  that  obtained  at  points  containing  more  than  one  yard. 


Character^  point. 


One-yard  points 

Two  or  more  yard  points. 


Average 

price 

received 

per  1,000 

feet. 


S32.  70 
31.01 


Number 
of  an- 
nual 
yard 
opera- 
tions. 


All  of  these  records  are  from  typical  country  yards  in  towns  of 
less  than  500  population,  and  the  sales  cover  the  same  period  from 
1912  to  1915,  inclusive.  While  the  data  are  not  sufficient  to  justify 
definite  conclusions,  they  indicate  that  somewhat  higher  average 
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prices  are  received  at  one-yard  points  than  at  points  with  keener 
competitive  conditions.  The  difference  should  not  be  taken  as  neces- 
sarily the  actual  difference  on  every  thousand  feet,  since  a  portion 
of  it  may  be  due  to  the  assortment  of  stock  sold.  Any  broad  conclu- 
sions drawn  from  such  a  comparison  of  prices  is  liable  to  error  because 
of  the  many  factors  influencing  average  prices.  In  every  year,  how- 
ever, the  one-yard  towns  showed  a  higher  average  price. 

A  comparison  of  the  average  prices  obtained  by  dealers  in  Chicago, 
Minneapolis,  and  Kansas  City  with  those  secured  by  the  dealers  at 
smaller  points  shows  that  the  country  dealers  obtained  from  $2.50 
to  $4  more  per  thousand  feet  than  city  dealers.  This  higher  selling 
price  is  accounted  for  (1)  by  a  higher  average  cost  of  material  to  the 
country  dealer,  and  (2)  by  the  larger  gross  profit  obtained  by  him. 
The  higher  average  cost  of  lumber  to  outlying  dealers  may  be  due  to 
heavier  transportation  charges  and  to  a  higher  average"  quality  of 
stock.  It  is  generally  asserted  that  yards  in  the  small  towns  handle 
on  the  average  a  higher  quality  of  lumber  than  large  city  yards. 
Furthermore,  the  demands  of  the  two  classes  of  trade  are  different, 
and  the  assortment  of  lumber  sold  in  each  varies  greatly. 

Table  29  brings  the  essential  factors  of  price  together  for  compara- 
tive purposes: 

Table  29. — Factors  influencing  price. 


Point  or  region. 


Average 

Gross 

cost  of 

profit  re- 

lumber 

alized  by 

to  dealers, 

dealers, 

per  thou- 

per thou- 

sand ieet. 

sand  feet. 

$21.05 

$6.10 

19.76 

5.65 

21.13 

5.61 

23.99 

7.25 

21.  93 

6.43 

22.  m 

7.07 

Average 
selling 
price, 
per  thou- 
sand feet. 


Chicago 

Kansas  City 

Minneapolis 

Minnesota  and  V akotas 

Nebraska  and  Iowa 

Missouri,  Oklahoma,  and  Kansas 


$27. 15 
25.41 
23.  77 
31.24 
31.  M 
29.73 


The  differences  in  average  prices  received  in  the  country  and  city 
trade  and  the  distribution  of  these  differences  are  given  in  Table  30 : 

Table  30. — Distribution  of  differences  between  average  retail  prices  received  in  country 

and  city  trade. 


Country  trade. 


City  trade 


Chicago. 

Kansas 
City. 

Minne- 
apolis. 

$4.09 

S5.83 

$4.47 

2.74 

-  .49 

1.84 

4.23 

-  .24 

1.S4 

3.07 

-  .66 

2.06 

4.14 

5.83 

4.52 

2.87 

-  .40 

1.67 

4.36 

-  .15 

1.67 

3.20 

-  .57 
1.S9 

2.58 

4.32 

2.96 

1.41 
.26 
.91 

2.90 
.51 
.91 

1.74 
.09 
1.13 

Minnesota  and  D  akotas: 

Average  retail  price  higher  by 
Distribution  of  increase- 
Cost  of  material 

Operating  expense 

Netprofit 

Nebraska  and  Iowa: 

Average  retail  price  higher  by 
Distribution  of  increase- 
Cost  of  material 

Operating  expenses 

Net  profit 

Missouri,  Oklahoma,  and  Kansas: 
Average  retail  price  higher  by 
Distribution  of  increase- 
Cost  of  material 

Operating  expense 

Net  profit 
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Except  in  the  Southwest  operating  costs  per  thousand  feet  were 
less  in  the  country  trade,  while  in  all  instances  higher  net  profits  are 
shown  by  country  yards.  The  returns  expressed  in  board-foot  units, 
however,  may  not  be  a  true  index  to  the  profit  as  a  percentage  on  the 
investment  in  the  business. 

By  reference  to  Tables  11  and  14  it  will  be  noted  that  an  average 
gross  profit  of  $7.25  per  thousand  feet  in  the  Northwest  yielded  a 
return  on  the  investment  of  12.5  per  cent,  while  a  gross  profit  of  $7.07 
per  thousand  feet  in  the  Southwest  yielded  a  net  return  on  the  invest- 
ment of  only  7.4  per  cent.  In  Kansas  City  a  gross  profit  of  $5.65 
per  thousand  feet  yielded  a  return  on  the  investment  of  6  per  cent ; 
while  in  Minneapolis  a  gross  profit  of  $5.85  per  thousand  feet  was 
required  to  earn  the  same  return.  Considering  the  three  large  cities 
together  in  comparison  with  the  outlying  country  districts,  the  figures 
indicate  that  the  same  gross  margin  per  thousand  feet  would  have 
earned  approximately  the  same  return  on  the  investment. 

FLUCTUATIONS  IN  RETAIL  PRICES  AT  LARGE  CITIES. 

The  average  price  received  for  all  the  lumber  handled  monthly  or 
annually  by  a  retail  yard  represents  an  average  of  many  different 
grades  and  patterns  sold  at  different  prices  and  in  varying  propor- 
tions. Fluctuations  in  the  average  price  may  be  due  simply  to  the 
sale  of  varying  proportions  of  different  priced  stock.  The  average 
price  received,  therefore,  can  not  be  taken  as  a  measure  of  price  fluc- 
tuations on  the  same  grades  of  lumber  or  as  indicative  of  the  extent  of 
competition.  Lumber  is  priced  at  the  mills  according  to  its  quality 
or  grade,  finish,  and  size.  Differences  in  the  length  or  width  of  pieces 
commonly  carry  differences  in  the  price  per  thousand  feet.  Many  of 
these  fine  distinctions  disappear  in  the  retail  trade  and  more  uniform 
prices  are  asked  for  lumber  of  standard  lengths.  Variations  in  retail 
prices  on  the  same  grade  thus  indicate  either  changes  in  the  wholesale 
market  or  competition,  or  both. 

Manufacturers  generally  are  of  the  belief  that  the  retail  prices  of 
lumber  seldom  change  and  that  the  retailer  reaps  the  benefits  of  low 
wholesale  prices  without  passing  them  on  to  the  consumer.  In  order 
to  determine  the  extent  to  which  retail  prices  are  subject  to  fluctua- 
tions and  change  in  sympathy  with  wholesale  prices  a  number  of 
cities  and  towns  representing  different  sets  of  conditions  were  selected 
and  the  trend  in  retail  prices  during  the  past  three  and  a  half  or  four 
years  ascertained  for  selected  grades.  Chicago,  Kansas  City,  and 
Minneapolis  were  selected  as  representing  the  metropolitan  market 
where  many  yards  are  located  and  keen  competition  would  be  ex- 
pected. Prices  covering  a  similar  period  were  obtained  at  nine  addi- 
tional points,  representing  trade  conditions  in  towns  ranging  in  popu- 
lation from  6,500  down  to  40.  Of  these  points,  five  contained  two  or 
more  yards  each;  the  remaining  four  are  one-yard  points  of  less  than 
350  population. 

TREND"  OF   PRICES   AT   CHICAGO. 

In  figures  8  to  11  are  given  the  price  curves  platted  from  data 
obtained  at  a  number  of  yards  in  Chicago.  By  reference  to  figures 
8  and  9  the  basis  for  the  curves  and  the  manner  in  which  they  were 
constructed  will  be  clear.  They  are  drawn  to  represent  an  average 
of  all  the  selling  prices  on  the  grades  in  question  which  were  obtained 
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from  the  different  companies.  The  data  were  secured  by  going 
through  the  sales  tickets  of  the  several  companies  and  recording  the 
actual  prices  at  which  the  grade  of  lumber  was  sold.  Sumcient°time 
was  not  available  to  record  all  the  sales  made  or  to  weigh  the  prices 
according  to  their  volume.  A  sufficient  number  of  sales  distributed 
throughout  the  month  were  selected,  however,  to  reflect  fairly  the 
market  prices  at  which  the  lumber  was  being  sold.  The  sales  were 
then  averaged  by  months  and  the  average  price  obtained  by  each 
company  platted.     Differences  in  the  prices  obtained  by  various  com- 
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and  8a.— Course  of  retail  prices,  Chicago,  as  reflected  by  current  sales.    In  fig. 
the  monthly  average  of  sales  made  by  the  different  companies. 


the  dots  represent 


panics  held  good  on  all  the  items  selected,  and  uniform  retail  prices 
were  not  evidenced  by  any  of  the  data. 

The  retail  dealers  in  Chicago  issue  a  retail  price  list  from  time  to 
time  which  they  endeavor  to  follow,  but  the  curves  reflect  very  strik- 
ingly the  extent  to  which  they  depart  from  it.  Special  effort  was 
made  to  show  the  actual  market  prices  as  closely  as  possible.  Dis- 
counts were  deducted.  The  curves  do  not,  however,  represent  the 
average  prices  prevailing  in  the  market,  since  they  are  based  on  a 
limited  number  of  sales  and  not  on  the  total  footage  handled.  The 
prices  were  obtained  from  four  representative  yards  located  in  widely 
separated  parts  of  the  city.     The  amount  of  western  lumber  sola 
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through  retail  yards  in  Chicago  is  relatively  small  and  did  not  afford  a 
sufficient  volume  upon  which  to  base  monthly  and  yearly  price  curves. 
Figures  10  and  11  reflect  very  strikingly  the  close  relationship  between 
wholesale  and  retail  prices  in  a  large  city  market  like  Chicago. 


TREND    OF   PRICES    AT    KANSAS    CITY. 


Retail-price  curves  similar  to  those  shown  for  Chicago  are  given 
for  Kansas  City  in  figures  12  to  16,  inclusive.  These  curves  were 
constructed  in  the  same  manner  as  those  obtained  in  Chicago  (see 
figs.  12a  and  13a);  and  it  will  be  noted  that  they  follow  the  same 
course  and  reflect  practically  the  same  competitive  conditions.  In 
both  instances  retail  prices  rose  steadily  during  1912  and  reached 
their  highest  point  about  the  middle  of  1913,  since  when  they  show 
a  consistent  decline  to  1915.  Thus  they  conform  closely  to  the 
movement  of  wholesale  prices  over  the  same  period,  which  is  shown 
graphically  in  figures  14,  15,  and  16.    A  possible  exception  is  No.  2 
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Fig.  9.— Course  of  retail  prices,  Chicago,  as  reflected  by  sales  of  three  companies.    The  dots  represent  the 
monthly  average  of  sales  made  by  the  different  companies. 

Vertical  Grain  Flooring  of  Douglas  fir,  in  which  the  fluctuation  is  not 
so  extreme.  This  curve,  however,  is  misleading,  in  that  extreme 
fluctuations  in  the  prices  received  by  different  companies  are  coun- 
terbalanced in  the  averages  represented  by  the  curve.  Curves  for. 
other  grades  of  western  species  were  not  obtainable  in  Kansas  City. 

TREND    OF   RETAIL   PRICES   IN    MINNEAPOLIS. 

Retail  prices  at  Minneapolis  were  obtained  from  two  companies 
operating  in  different  parts  of  the  city  and  curves  constructed  in  the 
same  manner  as  for  Chicago  and  Kansas  City.  Minneapolis  being  a 
northern  pine  market,  it  was  necessary  to  select  several  grades  of 
this  species  in  order  to  reflect  with  approximate  accuracy  the  fluc- 
tuations in  monthly  and  yearly  prices.  Douglas  fir  flooring  was  the 
only  grade  of  western  lumber  for  which  sufficient  data  could  be 
obtained  to  justify  a  curve.  The  curves  are  given  in  figures  17,  18, 
and  19  following. 

It  will  be  noted  that  the  trend  of  northern  pine  retail  prices  in 
Minneapolis  does  not  conform  with  that  shown  for  Douglas  fir  or 


74  DISTRIBUTION    OF    SOFTWOOD   LUMBER  IX   MIDDLE   WEST, 


1912                        1913                        1914                   1915 

■  DsaaQnHsaeEiEiiSEioaDQnaaaD  HEGESHODamGOTEHisnHas 

i                                    i 

__                                                                                                  ~\     SSifTHBlS  YEUfiW  PiJK                            ~T 

,h*                              J   1x6-12/16            §2S 

^Ji*9'            r *(^,         ■  — —  - 

24 -H      y^r-               ^s        -r-r-       ,    >  yjV    1   i 

-f           .                  \                  III! 

A •;        .       v            1       |       !  |  r^       \     r 

M                   M                                         ^Hj               M      |  J  1      L.__j ^^ 

1  JT          r       H                                            >^      DETAIL  •CHICA68 

Jr]            j_                                                                     r"^»io. p^LJ^I    !        t 

~*   >7T~\~T'            j                                            T      I          1       '          Vs ■=T"' " 1"**"  ** 

M     :    *r                             ' "                     1                       1                   >        '    !               ' 

MJ>'T               T,                      j      ■        J          [         -i,[' 

J   j    j           ^r>                 t*>                   '    ' 

ro     i  1     1       V'             v              i               ,         ._J l±j 

M        j    !             y                                     \  ■ .  «           |                         I    1       :       h           !           1      . 

M     ^'                         V                               1 J      r 

tr        i     >'     -                                                          >.      iwHOLSS£Le>F.S.a..criCA<BO-! 

1      l>*      i                                 ^^,    J—- ,J      1 

_JL  !___ „_                            p^— i      -^:-    ,              j 

-*^— t-          -j-         -  -         -*--  -H-*    h^-~±^^^r 

0r  I                                         i      i          i     .; — ' — 

*"      i      T"!^                          _i_         ±   ±      .        +      ± 

II                                                                                                      l                1       .,.   1 ;J   ^_       _J 

_j^_4-                                                                                         r             ^         -     _-£ 

..                              1                                           i       j          !        -           1                                    1 

|2r            "    t                       i    j    i      i        i                    i 

1    j                                        1       i       ~1      '  ■              1           !                            1 

„                                       M                                         it                             •            I    3       !                       1 

13                                       i    i                                         I                                     I           1!       1              *  i    1 

III                  II                                    '           J          '              i       i 

1 1   i  - H    i       i         - ; :  -  -.-■.■-  i   i       i   ) 

r^                    J   i       !     1         1     1         !         1         1         I        i                       -*4—4         h*— j~               ,'         ;     I 

y_       "'!"!!  I  1         i 1    'T     1    """"    ""     |  !  | '     '"                                \      }         ! 

1       !      1       1                                     ssyrnsss  mug  piss 

V;  2C"|U--j"-1" i-    ■  ,.'    '■;■■ V'i "'  "1"  '"  ■"-"'- 

|""j"         j  j                  i'     j  '">**•""*' """^ j      '     **^2     Casissa  BgAfles           ]           (■ 

a                                           f    yf                     ^S.      *          lx8fiS0-§2/!6       SaS'         i    1       j          1 

W-j                                  l-f   '   !                    ^        ■       ,             !   '       1          P 

lj       "^            >"f"~rn          ,-     V  ■ ;      ~tt\i  \  \\  j    |       1      i 

<i                                  /,....1.:\                                              s^^REtA»L.CHICASd  1  1               i        j 

g.22     --^w    —- 1— ]  -h — r-4—       r     i  -"-r-T--rfi"i         i  i  ! 

fc            ^J_       i      i    1                                    s                  1      1      !  !  1  !            U! 

—  ■*                             1         i    1    L***'?531^                                      t                                     |    j    |     !    !    |                   1     j 

*»«.                                       1         i    V?J^             ft,                                   »    1  ■                     1     i     j         1    1    1    1    1              !     1 

29 ._  _.  _^_j —  Mm  -       \             1 1    '    -      i    .  1    M      n — i 

\Jf£„ ..  i,..  l.           %i          '  1     1     '          1  !     !  i  i  i  i       ill 

i       —  jH       I     .       t~ V^  I  I  III  I       1  1  1  .1  ;  i  i               ni 

,-„,    ,               / r     \,      ■■ VjW     JLSS&LE^RO.a.CHICiS©     II                           1   . 

,8^-+-^  -w^-™^-™-^    ^    , ,    ||  i     .    i  ^tt  i '  :: 

>      C^-rd-^ <T.  =^_ «-±- ^oZps^Uil; ^^....U-L.!  }.. /^      Xi 

L^i     !                                                 j                                   1    j        III                 j    |     \     |    i- 

i  |  i  i    1  ,            i            i      i  i  i                       *-v, ,  ** 

1                       ;                  1  I  m  |i     i  i" 

m    M                f.     Mil  u.J ■, 

14     ni                  I                  ;  i  i  i  |  t         '-^— h     r~r^ — r 

'                |                i      J  i  i                  i  i    i  l      r 

I-                1                      ■■„•,.!                               ,              3    !                                                 ! 

F2H ^ T—    ,    -^                  r4-    ,+f-    .    ,      1[ ,[      I H 

i  i       ,        ;.„j              ,         !     ■  i  i                       I  !M        jj 

|Q       J                          j                  1        j                                             '•                                                                          i                                              i                                              Ml                                     i                  j                  1                  1 

-             1       1   i    !             i                        H")              1          1    -™l                                   "T      i 

•              »■        -      i  L  '    i      ill        i      MM 

III          ii     |                i  -           1        iii           i            1  ■  !     !  1 

s_i_    _^_  i  1 i     !                iJ^-....:..1        III!        i        1        r 

g.  --....       j     -j      j        -r        -  ■-.  '         i      i  . .!      ■    ii — 

,  i  ■  1 1,  j  ■  t        M        !          MM          1   \\ 

J  ?  u  :-■.  \  ,!■.!  -  --  ;•:•<::.■  .  •■  --•  s  ^  .;  .  ^  3  ;-  m  v      --  ••  .:  -■:•-  ■:■»■  i:.-if.   ps  £.><  j  ,.« .s 

^y:i                          1913                         1314                     191S 

Fig,  10.— Course  of  retail  prices,  Chicago,  in  relation  to  wholesale  prices, 
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with,  the  curves  given  for  Chicago  and  Kansas  City.  Lumbermen 
explain  this  by  the  fact  that  northern  pine  is  always  in  fairly  strong 
demand  in  its  home  market  and  is  not  produced  in  quantities  com- 
parable with  either  yellow  pine  or  Douglas  fir.  Furthermore,  the 
Minneapolis  retail  market  is  considered  more  stable  than  the  Chicago 
market.  This  is  reflected  also  in  the  grade  of  Douglas  fir  shown  in 
figure  19  in  relation  to  the  wholesale  market.  The  upward  trend 
in  1912  was  attributed  to  the  fact  that  this  market  is  sensitive  to 
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Figs.  12  and  12a.— Course  of  retail  prices,  Kansas  City,  Mo.,  as  reflected  by  current  sales.    In  fig.  12  the 
dots  represent  the  monthly  average  of  sales  made  by  the  different  companies. 

northwestern  wheat  crops.  Low  prices,  it  was  said,  were  main- 
tained during  1910  and  1911  and  into  1912  until  a  good  wheat  crop 
for  the  northwest  was  assured. 


FLUCTUATIONS  IN  RETAIL  LUMBER  PRICES  AT  SMALL  TOWNS. 

Point  No.  1. — Figure  20  contains  price  charts  of  three  grades  of 
Douglas  fir  in  a  western  Nebraska  town  with  a  population  of  less 
than  3,500.  There  are  three  yards  at  this  point,  all  owned  by  line 
yard  companies.  In  addition  to  the  town  trade,  which  in  itself 
would  not  support  these  yards,  they  supply  a  considerable  farming 
and  ranching   country.     Competition   is  intensified  by   a  farmers' 
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stock  company  at  an  adjoining  town,  where  lower  prices  are  in  effect 
and  to  which  considerable  country  trade  which  might  otherwise  go 
to  X  is  drawn. 

The  curves  are  based  on  prices  obtained  from  the  sales  tickets  of 
two  companies  and  represent  an  average  of  these  two  sets  of  prices. 
In  order  that  the  curves  may  not  be  misleading,  it  should  be  stated 
that  the  prices  obtained  by  the  two  companies  varied  considerably 
throughout  the  period.  All  of  these  curves,  it  will  be  noted,  show  a 
decline  during  the  latter  half  of  1912  and  the  first  half  of  1913, 
This  trend  is  directly  opposed  to  that  of  the  wholesale  market.    It 
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Fig.  17.— Course  of  retail  prices,  Minneapolis,  Minn.,  as  reflected  by  current  sales  of  two  companies. 

is  due  to  the  competition  of  a  farmers'  stock  company  during  1912 
and  1913,  as  the  following  letter  from  one  of  the  dealers  will  indicate: 

I  am  very  glad  to  give  you  facts  with  reference  to  the  drop  in  our  retail  lumber 
prices  at  X  about  the  middle  of  1912.  We  have  no  record  of  prices  that  were  got  by 
any  others  at  that  time,  but  I  judge  from  your  letter  that  the  other  companies  also 
reduced  their  prices  about  the  time  that  we  reduced  ours. 

I  recall  very  distinctly  the  conversation  that  I  had  with  several  of  the  merchants 
at  X  regarding  a  peculiar  situation  which  was  affecting  the  X  business  community 
and  which  we  undertook  to  handle  in  a  way  that  would  be  helpful  to  the  X  commu- 
nity. For  some  months  prior  a  number  of  farmers  rather  close  to  X  had  been  driving 
to  Z  for  their  supplies  of  lumber.  Incidentally  the  X  merchants  thought  that  they 
were  buying  much  more  merchandise  of  other  sorts  in  Z  than  they  would  if  the  pricea 
on  lumber  at  Z  had  not  drawn  them  to  go  there  with  their  teams.  Some  of  the  mer- 
chants felt  that  lumber  ought  to  sell  in  X  just  as  cheap  as  it  sold  in  Z,  although  they 

4049°— 18 6 
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understood  that  the  Z  prices  established  by  a  farmer's  yard,  which  started  out  with 
the  theory  that  a  10  per  cent  gross  profit  was  all  that  they  would  need  to  have  in  order 
to  do  business  profitably,  were  really  cost  prices  and  could  not  be  put  in  effect  without 
doing  business  at  a  loss. 

For  instance,  some  items,  as  I  recall  it,  the  sale  of  which  would  make  up  a  large 
proportion  of  the  sales  of  the  yard,  were  selling  at  a  margin  of  about  $2  per  thousand. 
I  did  not  confer  with  any  other  lumber  dealers  in  X  and  did  not  know  what  they 
would  think  about  it,  but  I  told  one  of  the  X  men  who  knew  the  conditions  at  Z  thor- 
oughly and  who  felt  that  there  ought  to  be  some  means  found  for  the  establishment 
of  low  prices  in  X,  that  so  far  as  our  company  was  concerned  we  would  put  our  prices . 
down  to  a  point  where  we  believed  we  could  just  foarely  get  along  and  pay  expenses 
and  we  felt  that  if  that  were  done  the  trade  would  begin  to  come  back  to  X  and  there 
would  be  no  need  for  further  agitation  on  the  part  of  the  merchants  there.    That 
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Fig.  IS.— Course  of  retail  prices,  Minneapolis,  Minn.,  as  reflected  by  current  sales  of  two  companies. 

agitation  had  not  crystallized,  but  one  party  intimated  that  if  no  way  could  be  found 
for  the  lumber  prices  at  X  to  be  as  low  as  they  were  at  Z,  regardless  of*  what  that  level 
might  be,  he  would  favor  the  establishment  of  a  yard  in  X  to  be  run,  not  for  the  purpose 
of  profit  but  for  the  purpose  of  attracting  trade  of  other  sorts  to  the  city  of  X;  but 
when  we  reduced  our  prices  at  our  yard,  parties  with  whom  I  talked  intimated  that 
they  felt  sure  that  the  position  of  the  X  merchants  would  be  much  better,  in  com- 
parison with  the  Z  merchants,  and  that  they  would  be  satisfied.  I  heard  afterwards 
that  the  other  dealers  had  also  gone  down  in  price,  and  it  is  a  fact  that  if  they  had  not 
gone  down  in  price  we  should  have  sold  ail  of  the  lumber  practically  that  was  sold 
there,  because  of  the  way  everything  is  priced  around  from  one  yard  to  another. 

Following  this  period  prices  returned  to  about  the  former  level  and 
held  until  the  early  part  of  1915,  when  another  decline  is  shown. 
These  curves  illustrate  very  strikingly  the  effect  of  local  price  com 
petition,  despite  fluctuations  in  the  wholesale  market. 
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Point  No.  2. — This  is  a  town  of  over  5,000  population  within  a  short 
distance  of  Kansas  City,  Mo.  One  other  lumber  yard  is  located  at  the 
town  and  the  trade  is  primarily  in  southern  yellow  pine,  although  a 
small  amount  of  Douglas  fir  flooring  and  other  special  stock  is  carried. 
Eetail  prices  at  this  point  (see  fig.  21)  followed  closely  the  move- 
ment of  wholesale  prices.  As  a  result  of  their  proximity  to  Kan- 
sas City  the  local  dealers  buy  close  to  the  market,  and  apparently 
adjust  their  retail  prices  accordingly  as  a  protection  against  possible 
outside  competition. 

Point  No.  3. — Price  data  were  obtained  from  one  company  at  this 
distributing  point,  which  is  a  North  Dakota  town  of  over  6,000  popu- 
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lation.  The  retail  trade  is  considered  extremely  competitive  because 
of  the  number  of  yards  in  the  town.  It  is  one  of  the  larger  centers  of 
the  State  and  is  located  in  a  territory  consuming,  both  Douglas  fir  from 
the  coast  and  western  pine  from  the  Inland  Empire.  Price  curves 
for  these  two  species  are  given  in  figures  22  and  23. 

In  platting  tnese  curves  the  proportion  of  small  and  large  sales  was 
determined  by  an  arbitrary  method.  The  prices  for  material  except 
estimates  and  house  biDs  were  first  obtained  from  the  sales  tickets  and 
averaged.  The  prices  on.  estimates  and  house  bills  were  carried  on  the 
tickets  for  only  a  portion  of  the  period,  but  from  these  figures  the 
average  discount  in  such  sales  was  ascertained.  This  was  applied  to 
the  average  price  in  small  sales,  in  the  ratio  of  their  volume  to  the 
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volume  of  estimates  and  house  bills.  The  average  prices  obtained 
in  the  smaller  sales  were  from  8  to  10  per  cent  higher  than  the  prices 
shown  by  the  curves.     This  use  of  an  average  discount  tends  to  elimi- 
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Fig.  20.— Course  of  retail  prices  at  a  small  town  in  Nebraska,  as  reflected  by  current  sa.les  of  two  companies. 

nate  sharp  monthly  fluctuations  due  to  variations  in  the  volume  of 
bill  sales  at  lower  prices,  but  it  does  not  destroy  the  accuracy  of  the 
curves  in  reflecting  the  general  course  of  prices  during  the  period. 
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While  there  are  striking  fluctuations  in  the  prices  at  this  point, 
it  will  be  noted  that  they  do  not  conform  as  closely  to  the  movement 
of  wholesale  prices  as  the  curves  given  for  Chicago  and  Kansas  City. 
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Fig.  21. — Course  of  retail  prices,  at  a  small  town  in  Missouri,  as  reflected  by  current  sales  of  one  company. 

They  conform  more  closely  to  the  movement  of  prices  at  Minneapolis 
and  at  Point  No.  1  from  1913  to  1915.  The  explanation  given  for  the 
lower  prices  obtaining  during  1912,  which  was  a  year  of  rising  whole- 
sale prices,  is  that  increases  in  this  region  were  delayed  until  crop 
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conditions  were  definitely  settled.  In  both  1910  and  1911  the  poor 
wheat  crops  in  the  northwestern  States  had  a  direct  effect  upon  the 
lumber  trade.     Eetail  prices,  therefore,  were  low  in  1912  and  remained 
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Fig.  22.— Course  of  retail  prices,  at  a  small  town  in  North  Dakota,  as  reflected  by  current  sales  of  one 

company. 

so  until  the  large  wheat  crop  of  that  year  was  definitely  assured,  when 
they  advanced  and  held  at  a  fairly  uniform  level  until  the  beginning 
of  1915.     The  curves  at  Points  Nos.  1  and  3  serve  to  bear  out  the 
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statements  of  retailers  generally  that  in  most  cases  changes  in  retail 
prices  in  the  smaller  towns  follow  marked  changes  in  wholesale  prices 
very  slowly. 
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Fig.  23.— Course  of  retail  prices,  at  a  small  town  in  North  Dakota,  as  reflected  by  current  sales  of  one 

company. 

Point  No.  4- — This  is  a  small  town  located  in  eastern  Colorado,  and 
its  trade  is  typical  of  that  in  western  Nebraska  and  Kansas.  The 
range  of  retail  prices  on  a  number  of  grades  commonly  sold  at  this 
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point  are  shown  in  figure  24.  It  has  enjoyed  more  or  less  of  a 
Loom  during  the  past  four  or  five  years  and  has  therefore  provided 
a  market  for  a  great  deal  of  lumber,  although  the  yard  in  question 
depends  upon  the  surrounding  farmers  for  the  bulk  of  its  trade.  This 
trade  is  drawn  from  a  radius  of  25  to  30  miles.  Competition  is  encoun- 
tered from  yards  in  adjacent  towns  which  are  favorably  located  with 
respect  to  the  same  farming  region,  and  from  one  other  yard  at  the 
same  point. 

The  prices  are  taken  from  the  records  of  one  company  and  have  been 
platted  to  show  monthly  differences  in  the  average  prices  received. 


u  l !  H  M  Ms  i  H 1 1 !  1 11  t  1  Hi  i 

?  1  fi  1  M I  it  M 1 1 1 U  \%  1 1  U  i; 

I_    J 

J_T 

JK 

t 

/-t-r— 

■  _:-_,^_Z__iJL« 

' 

5-ft Ul- 

\r      s^->"'    N"TT\-  ^/Ss 

Y"j                        vceap^j^^.c.-j              \j 

:::::::::::£: i:::: 

—~ --£     j. 

T    1   r~ 

■  ~^M   J\ 

1 

\    1    \/Y    \    !\\>'     \ 

1  a  aah    5Z  \ 

JiL_]LT_\7t____T 

i/V     Ml       / 

!■    i     II       1         Yv 

1         l -\JViA  i 

1  11 A       IA 

1                              y*^t                        \                           \             1 

w  I\  i/Y  \       jA 

J__  „__ _____v  _W 

If_TTI__    ________! 

I/\Aa      .  Kyi 

i\        '    A!      !  A  / 

\      j/            TV|          1    I 

T  VTTYv7   VfVS-/  s- 

1/1             ..sbasba-  1             1  1 

II                       II 

Fig.  24.— Average  monthly  retail  prices  at  a  small  town  in  Colorado  as  shown  by  sale  records  of  one  company. 
Dotted  line  equals  no  sales  during  month. 

These  averages  are  based  on  the  number  of  sales,  both  wagon  trade 
and  estimates.  This  method  of  platting  the  data  reflects  the  different 
prices  at  which  the  same  material  was  sold  much  more  graphically 
than  do  the  preceding  curves,  which  were  designed  to  show  the  general 
trend  of  prices.  At  the  same  time  the  trend  of  prices  during  the  four- 
year  period  may  be  noted,  conforming  in  some  cases  with  the  trend  of 
wholesale  prices,  although  not  in  as  marked  degree  as  the  retail  prices 
in  large  cities.  While  the  charts  show  the  average  prices  received 
monthly,  they  do  not  show  the  prices  obtained  in  different  sales  during 
the  month.  An  idea  of  these  differences  may  be  obtained  by  listing 
the  prices  received  in  individual  sales  during  several  months,  as 
follows : 
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Individual  sale  prices  of  Douglas  fir,  No.  1  dimension,  2  by  4-12  ,'16  SlSlE. 


June, 
1913. 

June, 
1914. 

June, 
1915. 

June, 
1913. 

June, 
1914. 

June, 
1915. 

June, 
1913. 

June, 
1914. 

June, 
1915. 

830.00 

28.00 
28.00 
30.00 
28.00 
30. 00 
28.00 
28.00 
30.00 

£28.00 
30.00 
30.00 
28.00 
28.00 
26.00 
28.00 
27.00 
28.00 

$28.00 
30.00 
28.00 
24.00 
25.00 
25.00 
26.00 
20.00 
30.00 

$27.00 
27.00 
27.00 
30.00 
27.00 
30.00 
28.00 
30.00 
28.00 

$26.  00 
25.  00 
30.00 
28.00 
29.00 
30.00 
28.00 
28.00 
25.50 

$30. 00 
30.00 
26.00 
28.00 
25.00 
25.00 
30.00 
28.00 
30.00 

$27. 00 
30.00 
28.00 
30.00 
26.00 
30. 00 
28.00 

$30. 00 
28.00 
28.00 
28.00 

$26. 00 
28.00 

The  prices  have  been  quoted  in  the  order  in  which  the  sales  were 
taken  from  the  company's  records.  Similar  variations  in  the  prices 
charged  for  material  of  the  same  grade  were  found  to  prevail  generally 
throughout  the  trade,  although  in  different  degrees. 

One-yard  points. — Retail  prices  covering  a  period  of  several  years 
were  obtained  at  four  one-yard  points,  three  in  Nebraska  and  one  in 
South  Dakota.  All  are  towns  of  less  than  350  population.  The 
population  of  point  No.  6,  the  smallest,  is  only  40.  The  prices  at 
these  towns  are  represented  by  figure  25.  While  there  is  but 
one  yard  at  each  point,  the  dealer  depends  primarily  upon  the 
outlying  farming  communities  for  his  trade;  in  each  case,  therefore, 
potential  competition  is  present  to  a  greater  or  less  degree,  particu- 
larly in  the  case  of  bill  sales  It  was  found  that  while  different  prices 
are  named  for  the  same  material,  the  prices  in  small  sales  adhere 
more  closely  to  the  dealers'  lists.  This  was  especially  marked  in 
,the  case  of  point  No.  5,  a  small  South  Dakota  town,  where  list 
prices  were  obtained  in  small  sales  throughout  most  of  the  three- 
year  period.  It  is  also  shown  that  the  same  scale  of  prices  for  small 
transactions  was  in  effect  from  January,  1913,  until  August,  1915, 
when  prices  were  reduced.  On  the  two  grades  platted  the  prices 
received  in  bill  or  estimate  sales  ranged  from  $1  to  $8  per  thousand 
feet  less  than  in  small  sales  or  wagon  trade.  While  the  number  of 
estimate  sales  was  small  compared  with  the  number  of  small  sales, 
an  analysis  of  the  business  showed  that  in  point  of  volume  approxi- 
mately 50  per  cent  of  the  material  was  sold  on  estimates.  The  prices, 
however,  show  little  competition  in  the  wagon  trade  business. 

Competition  at  point  No.  6,  which  is  located  a  short  distance  west 
of  Lincoln,  Nebr.,  comes  mainly  from  that  city  and  is  restricted 
almost  altogether  to  the  bill  trade.  Wide  fluctuations  appear  in  the 
monthly  prices,  due  to  the  much  lower  rates  received  in  sales  of 
stock  on  estimates.  Separate  averages  were  compiled  for  the  two 
classes  of  business,  the  results  showing  little  variation  in  the  prices 
received  in  small  sales.  The  general  trend  of  prices  at  this  dis- 
tributing point  shows  no  sympathetic  relation  with  fluctuations  in 
wholesale  prices.  On  the  other  hand,  the  prices  reflect  equivalent 
fluctuations  in  the  estimate  trade,  due  to  local  competition. 

The  charts  show  the  average  monthly  prices  received  in  small  sales 
only,  estimate  prices  not  being  platted.  As  in  the  case  of  point  No.  5, 
prices  in  small  sales  adhered  more  closely  to  list  quotations  than  in 
towns  where  there  are  several  yards  and  competition  is  injected  into  this 
trade  as  well  as  the  bill  trade.  There  also  were  relatively  few  changes 
in  list  prices  during  the  period.     It  was  found  that  in  some  grades 
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Fig.  25.— Course  of  retail  prices  at  a  small  town  in  Nebraska.    A  one-yard  point,  as  reflected  by  averagd 
monthly  prices  received  for  grades  shown. 
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the  same  list  rates  were  maintained  throughout  the  whole  period, 
but  that  the  grades  sold  in  the  greatest  volume  were  more  often  sub- 
ject to  changes  in  list  prices. 

The  foregoing  charts  bring  out  very  clearly  the  fact  that  list  prices 
are  by  no  means  a  true  index — and  in  some  cases  not  even  a  close 
index — to  the  average  prices  received  by  lumber  dealers.  They 
show  further  that  in  the  case  of  the  yards  studied,  which  are  believed 
to  be  sufficiently  typical  to  indicate  conditions  generally  prevailing, 
retail  prices  at  small  points  do  not  follow  fluctuations  in  the  whole- 
sale lumber  market  closely  but  are  more  subject  to  changes  resulting 
from  local  competition.  This  statement,  which  is  based  upon  a 
relatively  small  amount  of  data  for  such  a  large  territory,  must  neces- 
sarily be  construed  broadly,  since  the  great  variety  of  conditions  and 
methods  under  which  lumber  is  retailed  is  bound  to  reflect  many 
exceptions  varying  in  degree. 

The  fact  that  retail  prices  at  a  rural  point  do  not  fluctuate  in  close 
or  even  general  conformity  with  the  wholesale  market  does  not  pre- 
clude consumers  at  that  point  from  the  benefits  of  competition. 
Such  benefits  may  not  come  in  nicely  proportioned  waves  originating 
in  the  competition  between  distant  mills,  but  may  be  derived  from 
local  competition  of  equal  intensity  at  the  distributing  center  itself. 
Thus  it  may  occur  that  the  aggregate  fluctuations  in  retail  prices  over 
a  considerable  period  due  to  local  competition  may  bring  as  great 
benefits  to  consumers  in  the  cost  of  lumber  as  could  have  been  derived 
from  the  aggregate  fluctuations  in  the  wholesale  market  during  the 
same  period.  Under  intense  local  competition  it  is  not  uncommon 
for  house  bills  to  be  figured  at  less  than  the  cost  of  material  plus  the 
actual  operating  charges. 

Point  No.  9. — Retail  prices  at  this  point  were  obtained  from  a 
farmers'  stock  company.  It  is  composed  of  28  stockholders  and 
operates  in  competition  with  a  line  yard  at  the  same  point,  a  town 
of  300  population  in  western  Nebraska.  Average  monthly  prices 
were  obtained  on  several  grades,  merely  as  an  index  to  the  prices 
charged  by  companies  of  this  type.  The  prices,  which  show  little 
variation  from  month  to  month  except  a  general  trend  downward, 
have  not  been  platted,  but  are  given  on  page  92  by  months  for  the 
period  from  1913  to  1915,  inclusive. 
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Average  monthly  prices  of  Douglas  fir  per  thousand  feet  obtained  by  a  farmers'  stock 

company  at  point  No.  9. 


No.  1  common 
dimension. 

No.  2      i 
V.  G. 
flooring, 
1x4- 
12/16. 

Month. 

No.  1  common 
dimension. 

No.  2 
V.  G. 

Month. 

2x12- 
12/16. 

2x4 

to  2  x  10- 

12/16. 

2  x  12- 
12/16. 

2x4 

to  2  x  10- 

12/16. 

flooring, 
lx  4- 
12/16. 

1913. 

$25.00 
25.00 
25.00 
24.50 
25.00 
25.00 
25.  00 
24.00 
24.00 
24.00 
24.00 
24.00 

24.50 
24.50 
24.50 
24.00 
24.00 
24.00 

$24.00 
23.  00 
24.00 
24.00 
24.00 
24.00 
23.50 
23.50 
23.50 
23.50 
23.75 
24.00 

24.00 
24.00 
24.00 
24.00 
24.00 
23.50 

$33.00 

1914— con. 
July 

$24.  00 
24.00 
24.00 
24.00 
23.00 
23.00 

23.00 
23.00 
23.00 
23.00 
23.00 
23.00 
22.00 
22.00 

$23.  50 
23.  50 
23.50 
23.00 
23.00 
22.50 

22.  50 

22.00 
22.59 
22.00 
21.50 
23.00 
21.  00 
21.00 
21.00 
22.00 
22.00 
22.00 

$35.  00 
35  00 

August 

3sV66 

September 

35  00 

October 

33.00 

May 

November 

33.00 

35.  00 
35. 50 
35.50 
36.00 
36.00 
36.00 
36.00 

December 

31. 50 

July 

1915. 
January 

August 

33.00 

October 

33.00 

March 

32.00 

32.00 

1914. 

May 

32.00 

January 

July 

35.00 

March 

April 

October 

May... 

35.00 
35.00 

These  prices  indicate  lower  rates  by  $1  to  $3  per  thousand  feet 
than  those  prevailing  at  point  No.  1,  also  in  western  Nebraska,  and 
subject  to  the  same  freight  rates,  at  which  there  are  several  line 

3'ards. 

COMPETITION. 

The  price  charts  which  have  been  given  appear  to  indicate  that 
the  retail  lumber  business  in  this  region  is  broadly  competitive. 
However,  the  intensity  of  competition  varies  greatly  in  different 
towns  or  sections  and  in  different  classes  of  trade.  As  a  broad  rule, 
the  larger  purchases  of  lumber,  including  bills  of  material  for  houses, 
are  subject  to  keen  competition,  particularly  in  many  cities  having 
an  overabundance  of  dealers.  This  competition  is  less  keen  in  country 
districts,  where  it  depends  upon  the  ability  of  dealers  in  adjoining 
towns  or  mail  order  houses  to  undersell  the  local  yard.  Even  in 
the  country  trade,  however,  where  large  quantities  are  involved  an 
increasing  purchasing  advantage  is  given  the  consumer  by  the  vari- 
ous sources  from  which  his  lumber  may  be  obtained. 

As  a  broad  rule  also,  competition  is  much  less  evident  in  small 
purchases,  the  so-called  " wagon  trade,"  except  as  influenced  by 
broad  consideration  not  related  to  the  individual  transaction.  These 
sales  are  made  much  more  generally  at  higher  and  more  uniform 
prices  often  conforming  closely  to  the  published  lists. 

The  study  has  also  brought  out  strikingly  the  large  element  of 
haphazard  in  the  lumber  trade  and  the  fact  that  its  competition 
often  is  not  efficient.  The  wide  range  in  current  prices  illustrates 
this  fact,  as  well  as  the  frequent  disparity  in  grades  offered  at  the 
same  or  differing  prices.  In  other  words,  the  lumber  trade  is  far 
from  the  effective,  fully  developed  type  of  competition  which  in 
many  cases  may  lead  to  a  uniform  price  in  an  open  market. 
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It  should  be  recognized  also  that  certain  of  the  conditions  described 
may  represent  potential  competition  or  competitive  tendencies, 
rather  than  actual  competition.  Various  factors  tend  to  counter- 
act them.  The  entrance  of  new  dealers  into  a  town  may  not  result 
in  lumber  being  offered  at  lower  prices  than  before,  any  more  than 
an  increasing  number  of  grocery  stores  necessarily  has  a  like  result. 
Lumber  prices  may  still  be  fixed  by  broader  factors  of  supply  and 
demand,  by  general  business  conditions,  or  indeed  by  agreements 
among  a  group  of  local  dealers.  Unquestionably,  however,  these 
competitive  tendencies,  while  restrained  to  a  greater  or  less  degree, 
have  gathered  weight  during  the  last  few  years  and  have  resulted, 
as  a  general  rule,  in  sharper  actual  competition. 

Activities  on  the  part  of  local  dealers  to  restrict  competition 
through  combinations  or  otherwise  were  beyond  the  province  of 
this  study  and  no  specific  effort  has  been  made  to  obtain  information 
on  that  subject.  There  is  no  question  but  that  various  combinations 
or  agreements  among  lumber  retailers  have  existed  from  time  to 
time;  but  these  are  believed  to  be  restricted  or  local  in  character 
rather  than  forming  any  general  combination  of  wide  influence 
upon  trade  conditions.  From  the  data  obtained,  there  is  little  ques- 
tion that  the  effect  of  price  fixing  or  other  practices  in  restraint  of 
trade  upon  the  competitive  character  of  the  lumber  business  in  the 
Middle  West  is  localized  and  relatively  unimportant.  This  state- 
ment is  based  upon  the  information  obtained  from  over  2,500  annual 
yard  operations,  which,  by  and  large,  indicate  competitive  price 
movements  in  response  to  general  or  local  trade  conditions.  It  is 
believed  that  retailers'  combinations  or  agreements,  where  they 
have  existed  or  do  now  exist,  have  had  only  a  local  effect,  and  that 
trade  conditions  throughout  the  region  as  a  whole  are  essentially 
competitive. 

Two  conspicuous  conditions  are  reflected  in  the  lumber  trade  of 
today:  (1)  the  bargaining  manner  in  which  a  large  amount  of  retail 
stock  is  sold,  and  (2)  the  development  of  merchandising  methods 
which  are  designed  to  give  consumers  better  service.  The  many 
different  prices  charged  for  lumber  of  the  same  grade  and  specifica- 
tions have  been  shown  in  the  price  data  presented.  The  absence  of 
standard  prices  is  very  conspicuous  and  is  regarded  by  many  dealers 
as  a  weakness  of  the  trade.  In  innumerable  cases,  it  appears,  the 
customer  is  quoted  a  special  price  which  in  the  dealer's  judgment 
will  fit  his  order.  This  price  is  based  upon  many  factors,  such  as  the 
amount  of  the  purchase,  whether  it  is  a  cash  or  credit  sale,  the  cus- 
tomer's reputation  for  good  or  poor  pay,  the  dealer's  suspicion  as  to 
whether  the  customer  has  obtained  quotations  from  a  neighboring 
yard  or  mail-order  house,  etc. 

This  situation  prevails  especially  in  the  larger  sales,  which  are 
often  bidding  contests  among  dealers.  Consumers  who  buy  in  small 
amounts  usually  pay  higher  prices  and  often  charge  the  dealers  with 
maintaining  excessive  rates,  while  those  who  procure  house  bills  or 
make  other  large  purchases  may  obtain  the  same  meterial  at  from  50 
cents  to  several  dollars  less  per  M  feet.  This  situation  appears  to  be 
the  result  of  varying  degrees  of  competition,  although  a  considerable 
range  in  prices  may  occur  from  other  causes.  Dealers  seek  to  com- 
pensate the  close  margins  figured  to  obtain  bill  trade  by  wide  margins 
and  high  prices  on  small  retail  sales.     Some  difference  in  price  be- 
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tween  the  two  classes  of  "business  is  undoubtedly  justified  by  the 
higher  costs  of  handling  small  sales  especially  wnere  delivery  is  a 
factor,  but  it  would  appear  that  a  classification  of  the  trade  along 
standard  and  scientific  lines  would  be  more  equitable  to  both  dealers 
and  consumers.  It  is  extremely  doubtful  if  this  can  be  accomplished 
through  individual  efforts.  It  would  seem  to  be  a  movement  accom- 
plished by  general,  open  cooperation  to  which  the  public  is  a  party. 

PUBLICATION    OF    LUMBER   PRICES. 

It  would  seem  that  the  extreme  and  frequent  fluctuations  in  price, 
which  inject  speculative  and  demoralizing  elements  into  the  trade 
might  be  prevented  in  part  by  greater  publicity  in  merchandising 
lumber.  Sources  of  authentic  information  on  lumber  prices,  gen- 
erally available,  are  very  limited.  Many  buyers  and  sellers  of  lumber 
are  informed  inadequately  about  the  market  in  which  they  trade. 
Hence  the  market  itself  often  tends  to  be  indefinite,  the  shrewd 
buyer  or  seller  has  exceptional  opportunities,  and  clear-cut,  open 
trading  is  often  difficult.  These  conditions  have,  of  course,  been 
accentuated  by  the  frequent  overproduction  of  lumber  at  the  mills, 
whose  infiuence  has  been  felt  through  all  stages  of  merchandising. 

Giving  current  lumber  prices,  greater  publicity,  both  at  sawmills 
and  in  wholesale  and  retail  markets,  would  tend  to  check  extreme 
fluctuation  in  either  direction.  Buyers  would  be  better  fortified  against 
unwarranted  advances  in  price  which  manufacturers  or  dealers  might 
seek,  and  the  producer  under  pressure  to  sell  would  be  better  able  to 
obtain  the  market  value  of  Ms  product  and  less  liable  to  resort  to 
indiscriminate  price  cutting.  Manipulation  of  the  market  in  either 
direction  would  seemingly  be  more  difficult  and  certainly  less  extreme. 

Such  a  development,  furthermore,  would  aid  in  eliminating  misun- 
derstanding within  the  trade  itself.  Lumber  manufacturers  are  sel- 
dom informed  fully  regarding  the  retail  prices  paid  for  their  own  prod- 
ucts. The  published  "lists"  available  to  them  almost  invariably  are 
above  the  real  prices.  In  periods  of  depression  retailers  have  been 
suspected  often  of  bearing  down  upon  mill  prices  while  maintaining 
their  own  rates  at  the  old  or  nearly  the  old  levels.  The  publication 
of  current  retail  prices. from  an  authentic  source  would  clear  up  many 
misconceptions  while  giving  the  manufacturer  information,  logically 
his  due,  as  a  means  of  protecting  his  own  interests. 

It  is  probable,  however,  that  the  greatest  benefit  from  a  systematic 
publication  of  lumber  prices  would  be  gained  hj  the  users  of  lumber. 
The  average  consumer  is  now  unable  to  follow  the  movement  of  lum- 
ber prices  as  he  can  follow  the  prices  of  farm  produce  or  of  industrial 
stocks,  to  determine  when  is  the  best  time  to  build  his  home,  or  to 
ascertain  whether  his  local  dealer  is  pricing  lumber  in  conformity  with 
the  general  market.  From  every  standpoint  the  lumber  user  would 
appear  to  be  in  a  better  position  if  authentic  price  data  were  avail- 
able to  him, 

It  is  felt,  in  other  words,  that  the  lumber  trade  needs  to  be  more 
open,  that  it  needs  something  analogous  to  the  commercial  exchange 
where  the  price  and  quantity  of  each  sale  is  posted  and  whoever 
wishes  may  obtain  the  latest  data  on  the  movements  of  the  market. 
It  is  impossible  to  say  just  how  this  can  be  accomplished  in  a  trade 
so  large,  complex,  and  widespread.     In  large  distributing  centers, 
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like  Chicago  or  Minneapolis,  a  real  lumber  exchange  with  a  daily  or 
weekly  publication  of  the  prices  reported  by  its  members  would  not 
appear  impracticable.  Agencies  already  exist  in  some  lumber  manu- 
facturing regions  which  assemble  and  publish  confidentially  the  mill 
prices  received  by  their  members.  It  would  not  appear  difficult  to 
develop  organizations  of  this  character  so  as  to  provide  for  a  weekly 
publication  in  most  of  the  important  producing  regions  of  the  prices 
received  for  kev  grades  of  lumber  in  specified  quantities. 

Much  indeed  could  be  done  by  individual  dealers,  A  long  step 
has  been  taken  by  a  large  manufacturing  concern  in  the  northwest 
which  also  operates  a  string  of  retail  yards.  This  company  has 
adopted  the  "  one  price"  policy  at  all  of  its  yards,  and  publishes  in  the 
local  press  the  actual  prices  at  which  and  only  at  which  its  lumber  is 
for  sale  to  all  buyers. 

As  far  as  possible  developments  of  this  nature  should  take  place 
within  the  industry  itself;  but  the  weight  of  the  industry  as  a  whole 
should  be  behind  them  to  make  sure  that  they  are  sound,  that  they 
are  well  supported,  and  that  the  data  published  shall  be  actual, 
authentic  prices  uninfluenced  in  the  interests  of  any  element  in  the 
industry.  The  cooperation  of  public  agencies  in  the  compilation  and 
publication  of  key  prices  at  manufacturing  and  distributing  points 
might  be  desirable  as  a  means  of  initiating  such  an  important  devel- 
opment and  of  guaranteeing  the  data  used.  It  is  felt,  however,  that 
any  activity  of  this  nature  should,  at  least  ultimately,  be  an  indus- 
trial function,  brought  about  in  the  growth  of  more  stable  and  more 
intensive  methods  of  merchandising. 

The  idea  is  worth  emphasizing  here,  however,  because  it  is  believed 
to  point  the  way  to  an  open,  rational,  unmonopolisiic  stabilization  of 
the  lumber  market.  The  public  will  rightfully  question  any  arbitrary 
method  of  standardizing  prices  which  involves  any  form  of  irre- 
sponsible price  fixing  or  price  control  by  combination  or  joint  agree- 
ment. Open  publicity  of  lumber  prices,  however,  leaving  each 
manufacturer  or  dealer  absolutely  free  in  determining  his  own  course, 
would  be  a  means  to  rational  competition,  and  wouid  correct  the 
destructive  extremes  of  competition  only  in  a  natural  and  desirable 
way,  and  the  consuming  public  would  undoubtedly  benefit  largely 
from  it. 

IMPROVED    METHODS    OF    MERCHANDISING. 

While  the  retailing  of  lumber  has  not  kept  pace  with  the  progres- 
sive methods  of  merchandising  developed  in  the  case  of  many  other 
manufactured  articles,  more  thought  and  progress  along  this  line 
have  been  evidenced  during  the  past  10  years  than  at  any  time 
since  the  industry  began.  This  movement  is  showing  itself  in  many 
directions — through  pronounced  efforts  on  the  part  of  the  dealer  to 
meet  consumers'  needs  more  economically  by  utilizing  short  lengths 
or  other  cheap  material  suited  to  his  requirements,  and  through  the 
development  of  elaborate  plan  books  of  houses  and  farm  buildings, 
the  furnishing  of  ready-cut  material,  the  issuance  of  phamphlets 
explaining  the  use  of  wood  for  farm  purposes,  etc. 

This  movement,  which  has  really  only  begun  and  has  an  almost 
limitless  field  of  possibilities,  is  to  a  large  degree  the  outgrowth  of 
competition  among  the  various  agencies  participating  in  retail  dis- 
tribution, individually  and  collectively — the  yard  dealers,  mail-order 
houses,  mills  selling  direct  to  consumers  in  carload  lots,  and  whole- 
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salers  seeking  retailers'  trade.  It  lias  also  resulted,  in  part,  from  the 
aggressive  merchandising  of  cement  and  other  competing  materials. 
The  greatest  actual  competition  is  among  yard  dealers,  but  other 
sources  of  lumber  or  substitute  materials  exert  a  large  influence, 
particularly  in  arousing  local  dealers  to  use  more  modern  methods  of 
merchandising. 

As  pointed  out  previously,  the  actual  amount  of  material  sold  in  a 
local  community  from  outside  sources  is  small,  but  the  possibility  of 
such  sales  is  always  present,  as  is  the  factor  of  comparative  service 
in  deliveries,  credits,  etc.  The  amount  of  lumber  sold  by  farmers' 
cooperative  yards  is  a  small  part  of  the  aggregate  volume  retailed  in 
the  Middle  West,  but  the  great  increase  in  the  number  of  such  yards 
in  the  farming  districts  and  the  competition  which  they  offer  is  a 
powerful  factor  which  dealers  hi  such  communities  must  consider. 
An  illustration  of  the  effect  of  the  intrusion  of  a  farmers'  cooperative 
yard  upon  the  prices  of  an  established  dealer  is  shown  below: 

Comparison  of  average  annual  prices  per  thousand  feet  received  by  a  Minnesota  line  yard 
company  from  sales  of  lumber  at  all  yards  and  at  four  individual  points. 


From  all  yards  (over  35  in  number) 

From  yard  at  a  1-yard  point 

From  yard  at  a  2-yard  point 

From  yard  at  a  3-yard  point ^ 

From  yard  in  competition  with  a  farmers'  cooperative  yard  at  the  same 
point 


$31.50 
33.10 
33.00 
31. 80 


Note.— Average  prices  determined  by  dividing  total  sales  of  lumber  by  total  footage  sold. 

At  the  point  at  which  a  farmers'  cooperative  company  was  recently 
established,  it  will  be  noted  that  during  a  period  of  three  years  the  line 
yard  prices  have  been  forced  down  approximately  $6  per  thousand 
feet.  The  same  possibilities  exist  between  different  line  yard  com- 
panies or  individual  dealers  at  a  given  point,  although  probably  not 
of  so  extreme  a  nature. 

Local  competitive  conflicts  carried  to  the  point  of  eliminating  one 
or  more  ef  the  dealers  are  not  so  disastrous  to  the  line  yard  company 
as  to  the  individual  dealer  whose  entire  interests  are  centered  in  one 
yard,  or  to  the  farmers'  cooperative  or  stock  company.  This  ob- 
viously is  due  to  the  fact  that  a  strong  line  yard  company  can  operate 
several  yards  at  cost  or  even  at  a  loss  for  a  year  or  more  without 
disastrous  effects  upon  its  profits  as  a  whole.  For  this  reason,  as 
well  as  because  of  its  advantages  in  buying,  it  is  a  competitive  factor 
which  the  small  individual  dealer  may  have  difficulty  in  meeting. 

PARTICIPATION    OF   MAUFACTURERS   IN   RETAILING. 

Recent  consideration  of  the  retail  distribution  of  lumber  on  the 
part  of  many  manufacturers  is  undoubtedly  a  potential  influence  of  a 
competitive  nature  because  of  the  actual  competition  which  it  may 
develop.  There  have  been  frequent  cases  of  interlocking  directorates 
and  still  closer  business  connections  between  retailers,  wholesalers, 
and  manufacturers.  In  some  instances  a  single  firm  has  engaged  in 
every  branch  of  the  industry.  Of  late,  however,  the  increasing  pres- 
sure of  timberland  investments  and  other  manufacturing  conditions 
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have  stimulated  effort  among  lumber  producers  to  participate  more 
actively  in  its  distribution.  One  of  the  largest  lumber  manufacturing 
companies  in  the  country  has  recently  acquired  lines  of  retail  yards  in 
the  Northwest,  adopting  a  very  progressive  and  aggressive  mer- 
chandising campaign.  It  is  already  a  strong  influence  toward  more 
modern  methods  of  merchandising  in  the  territory  in  which  it  operates. 

The  control  of  retail  yards  generally  by  manufacturers,  even  in 
country  communities,  will  be  held  back  by  the  financial  resources 
required  and  by  the  diversified  nature  of  lumber  and  its  sources  of 
manufacture.  From  a  public  standpoint  it  is  questionable  whether 
any  larger  advantages  would  be  gained.  It  is  merely  the  same  system 
under  different  and  more  centralized  management  and  capital.  The 
very  fact  that  retail  lumber  yards  in  the  country  districts  can  not  exist 
on  lumber  alone  makes  the  manufacturing  and  distributing  opera- 
tions two  more  or  less  distinct  businesses. 

While  certain  economies  could  undoubtedly  be  effected  by  cen- 
tralized control,  it  may  be  questioned  whether  men  hired  as  retail 
dealers  to  advance  the  sale  ot  lumber  primarily  can  serve  the  public 
as  effectively  as  men  whose  own  money  is  in  their  business  and  who 
develop  and  apply  an  expert  knowledge  of  the  most  economical  uses 
of  all  building  materials.  Furthermore,  a  general  move  on  the  part 
of  manufacturers  to  enter  the  distributing  field  b;v  the  establishment 
of  new,  competing  yards  rather  than  by  the  acquirement  of  existing 
yards  might  involve  an  added  burden  to  the  already  heavy  charges  on 
the  distribution  of  lumber. 

On  the  other  hand,  lumber  manufacturers  obviously  have  a  direct 
interest  in  the  distribution  of  their  product,  which  forms  the  bulk  of 
the  retail  dealer's  trade.  This  interest  has  not  been  applied  as  effec- 
tively in  the  past  as  progressive  merchandising  has  demanded.  If 
retailers  in  certain  regions  are  charging  excessive  prices  for  lumber,  or 
if  manufacturers  can  develop  more  efficient  merchandising  than  can 
independent  capital,  both  the  industry  and  the  public  will  be  bene- 
fited to  the  extent  to  which  these  conditions  are  bettered.  Manufac- 
turers also  have  an  entirely  legitimate  interest  for  entering  the  retail 
field,  in  seeking  to  increase  the  sale  of  lumber.  The  independent 
dealer  may  have  no  incentive  to  push  the  sale  of  wood  if  he  can  make 
equal  or  larger  profits  on  the  sale  of  other  building  materials.  In  the 
nature  of  things,  it  rests  upon  the  manufacturer  to  supply  this  incen- 
tive— by  forceful  participation  in  merchandising.  This  does  not 
require  necessarily  the  ownership  of  retail  establishments,  but  may 
be  accomplished  by  cooperation  with  independent  distributing 
agencies  through  furnishing  expert  salesmen,  demonstrations  of 
lumber  uses,  advertising,  and  the  manufacture  of  special  products 
adapted  to  the  requirements  of  particular  sections. 

As  has  been  indicated,  recent  activities  on  the  part  of  manufac- 
turers to  develop  more  progressive  methods  of  merchandising,  whether 
accomplished  through  direct  competition  with  existing  retailers  or 
through  cooperation  with  them,  which  is  the  preferable  policy  in  the 
judgment  of  many  lumbermen,  are  undoubtedly  wholesome  influ- 
ences from  the  standpoint  of  efficiency  in  the  retail  trade  and  greater 
service  to  the  users  of  lumber.  The  extent  to  which  the  general  con- 
sumption of  lumber  will  be  actually  increased  thereby  is,  of  course, 
problematical. 

4049°— 18 7 
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SUMMARY  OF  PRINCIPAL  CONCLUSIONS, 

(1)  For  the  regions  and  species  studied,  the  gross  cost  of  distribu- 
tion, including  wholesaling,  transportation,  and  retailing,  is  between 
40  and  50  per  cent  of  the  retail  price  of  lumber.  Of  this  final  price  to 
the  consumer  the  manufacturer  takes  from  50  to  60  per  cent,  exclu- 
sive of  any  wholesaling  by  his  own  organization;  the  wholesaler  from 
2  to  4  per  cent;  the  railroad  from  20  to  25  per  cent;  and  the  retailer 
from  20  to  25  per  cent.  Of  the  gross  amount  covering  all  distributing 
processes,  6  to  8  per  cent  is  absorbed  bf  wholesaling,  44  to  48  per  cent 
by  transportation,  and  44  to  48  per  cent  by  retailing. 

These  figures  are  broad  averages  and  subject  to  wide  variations 
as  between  specific  sections,  species,  and  grades.  Southern  yellow 
pine  exercises  by  far  the  greatest  weight  in  the  averages,  and  the 
figures  apply  more  closely  to  the  distribution  of  this  species  in 
Mississippi  Valley  markets  than  to  lumber  shipped  into  these  States 
from  the  West.  In  the  case  of  Douglas  fir  common  boards  and  di- 
mensions from  the  Coast,  for  example,  distribution  absorbs  a  rela- 
tively greater  per  cent  of  the  retail  price.  This  is  due  primarily  to 
heavy  freight  costs  which  absorb  from  25  to  50  per  cent  of  the  price 
paid  by  the  consumer. 

Expressed  in  dollars  per  thousand  feet  and  in  percentages  of  the 
average  retail  prices  prevailing  in  city  and  country  trade,  the  dis- 
tribution of  the  final  price  is  approximately  as  shown  in  Table  3 1 : 

Table  31. — Showing  distribution  of  final  price  per  1,000  feet. 


City  trade. 

Country  trade. 

Distribution. 

igH*- 

Per  1,000 
feet. 

Per  cent. 

Manufacturer 

$13. 95 

.92 

.5.77 

5.80 

52.76 

3.47 

21.82 

21.95 

S15. 94 
1.06 
6.60 
7.15 

51.84 

Wholesaler 

3.44 

21.46 

23.26 

Price  paid  by  consumer 

26.41 

100.  GO 

30.75 

100.00 

The  higher  price  prevailing  in  the  country  trade  is  due  in  part 
to  the  higher  average  quality  and  transportation  cost  of  the  lumber 
handled  and  in  part  to  higher  average  profits  obtained  by  rural 
distributors. 

(2)  The  data  obtained  indicate  that  lumber  retailers  are  netting 
between  6  and  7  per  cent  on  their  investments  in  city  operations, 
as  shown  by  the  yards  studied  in  Chicago,  Kansas  City,  and  Minne- 
apolis; and  from  7  to  12  per  cent  in  country  operations  through 
Missouri,  Oklahoma,  Kansas,  Iowa,  Nebraska,  Minnesota,  and  the 
Dakotas.  These  ranges  are  averages  for  groups  of  companies  and 
not  for  individual  dealers. 

(3)  The  high  cost  of  lumber  to-day  as  compared  with  25  or  30  }rears 
ago  is  due  primarily  to  economic  changes  which  have  increased  costs 
in  both  the  manufacture  and  distribution  of  this  product.  In  the 
distributive  process,  the  following  contributing  conditions  may  be 
mentioned. 

(a)  Increased  transportation  costs  due  to  the  increasing  distances 
between   lumber   producing   regions    and   the   principal   consuming 
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markets  and  to  the  necessary  substitution  in  the  great  bulk  of  lumber 
traffic  of  rail  for  the  cheaper  water  transportation  formerly  used  to  a 
large  extent. 

(b)  The  increased  investments  required  in  the  retail  distribution 
of  lumber,  due  to  the  greater  variety  of  stock  and  service  demanded 
by  consumers,  to  the  greater  equipment  needed  for  handling  and 
properly  caring  for  lumber  stocks,  and  to  the  longer  periods  during 
which  stocks  must  be  held. 

(c)  The  development  of  specialized  service  as  a  feature  of  lumber 
retailing,  especially  in  the  city  trade,  and  the  extension  of  the  credit 
system. 

(d)  The  duplication  of  investments  in  retail  distribution  resulting 
from  the  multiplication  of  yards  in  excess  of  increases  in  the  con- 
sumption of  lumber. 

(e)  The  decrease  in  the  purchasing  power  of  money  with  the  re- 
sulting increases  in  the  cost  of  labor,  taxes,  supplies,  etc. 

While  these  economic  causes  explain  the  general  increase  in  lumber 
prices,  they  have  undoubtedly  been  accentuated  at  various  times 
and  in  various  localities  by  cooperative  activities  on  the  part  of  manu- 
facturers and  distributors,  which  sought  in  one  way  or  another  to 
control  the  lumber  trade.  Data  regarding  the  specific  effect  of  such 
attempted  restraints  of  competition  upon  actual  lumber  prices  are  not 
available.  But  in  the  11  States  covered  by  this  study  the  evidence 
goes  to  show  that  they  have  been  almost  wholly  localized  and  to 
have  had  an  unimportant  part  in  the  regional  movement  of  lumber 
prices. 

(4)  Retail  prices  in  the  city  trade  fluctuate  in  close  conformity 
with  wholesale  prices,  especially  on  grades  moving  in  heavy  volume. 
In  the  country  trade  fluctuations  in  retail  prices  follow  changes  in 
wholesale  prices  much  more  slowly,  as  a  rule,  but  are  often  extreme 
as  the  result  of  local  competitive  conditions.  The  data  reflect  con- 
sistently higher  prices  in  small  sales  than  in  the  larger,  or  bill,  sales. 
The  grade  price  of  lumber  per  thousand  feet  largely  disappears  in 
bill  sales,  as  far  as  the  consumer  is  concerned.  In  this  class  of  trade 
the  entire  amount,  including  different  grades  and  products,  is  com- 
monly sold  under  one  aggregate  price.  The  average  price  received 
by  dealers  for  particular  grades  is  therefore  often  assumed  erro- 
neously to  be  the  price  charged  in  small  sales. 

Competition  was  in  evidence  in  the  retail  trade  at  most  of  the 
points  studied,  and  is  reflected  in  recent  trade  tendencies  and  changes 
through  the  Middle  West.  Lumber  sold  in  large  bills  is  subject  to 
the  keenest  competition.  Less  keen  competition  or  lack  of  com- 
petition is  reflected  in  the  small  sales,  which  are  made  on  a  much 
wider  margin  as  a  rule,  although  in  this  trade  also  some  fluctuations 
in  price  indicate  the  practice  on  the  part  of  dealers  to  adjust  their 
prices  to  special  conditions  of  competition,  credit,  etc.  Competition 
in  the  retail  trade  is  mainly  between  local  dealers.  This  is  especially 
true  in  the  larger  cities.  In  the  smaller  cities,  towns,  and  country- 
communities,  competition  from  outside  sources,  such  as  mail-order 
concerns,  mills  selling  direct  to  the  consumer,  and  wholesalers  and 
retailers  at  nearby  points,  is  a  desirable  and  often  a  potent  factor. 
Although  the  amount  sold  by  these  outside  competitors  is  relatively 
small,  their  tendency  is  to  develop  more  aggressive  merchandising 
on  the  part  of  local  dealers. 
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(5)  Considering  the  location  of  the  producing  mills  in  relation  to 
retail  markets  and  the  relatively  small  and  diversified  amounts  in 
which  a  large  percentage  of  lumber  and  other  building  supplies  are 
required  by  many  consumers,  the  local  retail  yard  which  assembles 
stock  and  provides  expert  service  for  the  buyer  has  an  essential 
place  in  distribution.  Economies  in  lumber  distribution  may  be 
brought  about  in  part  by  developing  direct  trade  in  the  classes  of 
use  for  which  it  is  practicable,  and  in  part  by  greater  efficiency  in  all 
distributing  processes.  Competition  is  a  force  always  working  in 
this  direction  on  the  one  hand,  but  tending  to  levy  increases  in  cost 
on  the  other.  More  effective  participation  in  lumber  distribution  by 
manufacturers,  whether  through  direct  connections  with  retail  yards 
or  otherwise,  should  likewise  be  a  factor  in  attaining  greater  effi- 
ciency. 

(8)  A  very  apparent  weakness  oi  the  retail  lumber  trade  is  its 
accounting  practice.  The  absence  of  standard  accounting  systems 
through  which  more  intelligent  prices  may  be  made  and  sounder 
finance  practiced  is  conspicuous.  The  development  of  more  stand- 
ardized and  efficient  accounting  is  believed  to  be  the  first  necessary 
step  to  regional  economies  and  to  the  initiation  of  scientific  studies, 
not  only  of  retailing  but  of  the  two  other  major  steps  in  lumber 
distribution — wholesaling  and  transportation. 
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